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BURNS AND MITCHELL ON BUSINESS CYCLES' 


E. S. SHAW 


Cycles has resolved one tantalizing 
uncertainty in cycle theory. For two 
decades economists knew the volume was 
in process, and their curiosity has been 
sharpened by successive deferments of 
its release. In the interval the authors 
and their associates in the National Bu- 
reau of Economic Research have polished 
arather vague plan of analysis into a re- 
fined technique for isolating and measur- 
ing some aspects of cyclical and noncycli- 
cal behavior in economic time series. 
Many economists are familiar with 
earlier incarnations of the technique, but 
they are advised to inspect Measuring 
Business Cycles intently and with all the 
impartiality they can muster. It is bound 
to touch off a methodological dispute. 
Historians of economic thought may 
trace the lineage of Measuring Business 
Cycles to Veblen, Laughlin, and even 
Mitchell’s Baptist grandaunt.’ Here it 
Would be pedantic to probe beyond 
Mitchell’s Business Cycles. The present 
Volume is the first instalment in the re- 
"Arthur F. Burns and Wesley C. Mitchell, 


Measuring Business Cycles. New York: National 
: of Economic Research, 1946. Pp. 560. $5.00. 


*J. M. Clark, Preface to Social Economics (New 
+ Farrar & Rinehart, Inc., 1936), p. 410. 


Persie of Measuring Business 


vision of Part II of the 1913 classic and 
attests the faith that “the quickest way 
to attain reliable results is to take great 
care in measuring the phenomena ex- 
hibited by business cycles.”* The quick- 
est way became feasible in 1919, with or- 
ganization of the National Bureau and 
selection not long after of business cycles 
as the National Bureau’s grail, second in 
holiness only to the national income.’ 
Throughout the 1920’s, from Business 
Cycles and Unemployment to Business 
Annals and Recent Economic Changes, it 
was evident that a relentless campaign of 
cycle measurements was in preparation. 
In his 1927 revision of Part I of Business 
Cycles, Professor Mitchell previewed the 
essential elements of Measuring Business 
Cycles and put their rationale this way: 
We shall seek to find what features have 
been characteristic of all or of most cycles, 


and to concentrate attention upon them, paying 
less attention to features which have been pe- 


3 W. C. Mitchell, Business Cycles (“Memoirs of 
the University of California,” Vol. III [Berkeley: 
University of California Press, 1913]). 

4 Ibid., p. vii. 

5W. C. Mitchell, The National Bureau's First 
Quarter-Century: Twenty-fifth Annual Report of the 
National Bureau of Economic Research, Inc. (New 
York: National Bureau of Economic Research, 
1945), PP- 9-10. 
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culiar to one or a few cases. In this respect, our 
aim will be like that of economic theorists, (but) 
.... Our way of finding what is typical and 
what is exceptional will be the way of the statis- 
tician and the historian who ventures to gen- 
eralize.® 


By 1930 economists had a reasonably 
precise picture of the decomposition 
technique and were advised that immi- 
nent publication of “The Cyclical Be- 
havior of Business Factors” and an “En- 
cyclopaedia of Statistical Series” would 
complete revision of Part II from the 
1913 treatise.’ Later the technique was 
taken for trial runs,’ and from time to 
time Mitchell and others gave us 
glimpses of its evolution.® Still the defin- 
itive statement was withheld, and plans 
to issue the mountain range of statistical 
series were dropped. The project ‘“ab- 
sorbed so much of our energy and funds, 
and ....has been so slow in bearing 
fruit” that Mitchell consented to repub- 
lication in 1941 of Part III of Business 
Cycles without benefit of the technical 
apparatus and the data the Bureau had 
been dissecting for a decade.’® Measuring 

®W. C. Mitchell, Business Cycles: The Problem 


and Its Setting (New York: National Bureau of 
Economic Research, Inc., 1927), p. 469. 


7 National Bureau of Economic Research, Inc., 
Report of the President and Report of the Directors of 
Research for the Year 1930, pp. 19-21. 


*J. M. Clark, Strategic Factors in Business 
Cycles (New York: National Bureau of Economic 
Research, Inc., 1934); C. T. Schmidt, German Busi- 
ness Cycles 1924-1933 (New York: National Bureau 
of Economic Research, Inc., 1934); S. Kuznets, 
National Income and Its Composition, 1919-1938 
(New York: National Bureau of Economic Re- 
search, Inc., 1941), Vol. I. For more recent illus- 
trations see F. L. Kidner, California Business 
Cycles (Berkeley: University of California Press, 
1946); and F. C. Mills, Price-Quantity Interactions 
and Monetary Outlay in Business Cycles (New 
York: National Bureau of Economic Research, 
Inc., 1946). 


*For example, National Bureau of Economic 
Research, Bulletin, Nos. 57 and 69. 

7” W. C. Mitchell, Business Cycles and Their 
Causes (Berkeley: University of California Press, 
1941). 
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Business Cycles has survived an agoniz- 
ing gestation period to satisfy Mitchell’s 
“longing to assemble all the pertinent 
series and analyze them afresh upon 
some consistent plan.’ 

Measuring Business Cycles is one ele- 
ment in a plan to expose the basic and 
abiding features of economic activity. 
The over-all enterprise has been termed 
visionary by the senior author himself,” 
and his retirement from research direc- 
torship of the National Bureau calls to 
mind his remark of years ago that “no 
group of workers in the present genera- 
tion can hope to cover the field marked 
out by these suggestions.’"* Instead of 
an “Encyclopaedia of Statistical Series” 
there will be a family of monographs, 
each recounting the story of typical cycle 
behavior in a fragment of the economic 
system. Mitchell will issue shortly a pre- 
liminary revision of Part III of Business 
Cycles, and the capstone will be a the- 
oretical account of how business cycles 
run their course—a general theory of 
business cycles."* Measuring Business 
Cycles supplies basic statistical tools for 
the cycle-research job, but it will make 
its mark elsewhere. The National Bu- 
reau’s venture in cycle analysis is cross- 
fertilized with studies in extra-cyclical 
phenomena. The theory of business 
cycles cannot be isolated in a box by it- 
self, and the techniques suitable to it are 
expected to have broad relevance in 
economic analysis." 


™ Mitchell, Business Cycles: The Problem and Its 
Selling (1927), p. 270. 

= W. C. Mitchell, The Encyclopaedia of the Social 
Sciences (1930), III, 101. 

"3 Mitchell, Business Cycles: The Problem and Its 
Selting, p. 474. 

14 Measuring Business Cycles, p. 22. 

1s A. F. Burns, Economic Research and the Keynesi- 
an Thinking of Our Times: Twenty-sixth Annual 
Report of the National Bureau of Economic Research, 
Inc., pp. 27-29. The title will be shortened hereafter 
to “Economic Research.” 
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Measuring Business Cycles is a trea- 
tise on the decomposition of time series. 
It also symbolizes a way of thinking 
about economics. The methodological 
implications stand out vividly in Burns’s 
first annual report as director of re- 
search in the National Bureau.” Eco- 
nomic analysis of our times allegedly 
takes two courses: a quest for precise and 
tested knowledge and “Keynesian 
Thinking.” Cool scientific judgment— 
based on fine discrimination in exploiting 
historical records of numerous economic 
activities and epitomized in Measuring 
Business Cycles—is the antithesis of the 
hurried and ill-digested statistical in- 
quiries, the speculative excursions from 
the dreamland of equilibrium, and the 
caprices of common sense that have suf- 
ficed for Keynes and his followers.*? Eco- 
nomic Research forgoes naive theoretical 
constructions, suspending judgment 
until the facts about business cycles are 
in. To the Keynesian framework of in- 
stantaneous equilibrium it opposes the 
hypothesis of complex cumulative 
change. It counters macroanalysis and 
measurement in aggregates with micro- 
analysis and floods of data on the turbu- 
lent details of economic reality. For pre- 
occupation with detached particles of 
economic history, say the 1930's, the 
National Bureau’s alternative is thor- 
ough scholarship in the evolution of free 
enterprise." 

Economic nonsense undeniably dots 
the General Theory of Employment, In- 
terest and Money and the tempestuous 
discussions about it. But Burns is not 
exercising fine discrimination in implying 
that whoever has found substance in the 

* Economic Research, esp. pp. 3-11, 19-27. 

" Ibid., pp. 3-27. 

“Economic Research also indicts Ricardian 
thought, on strictly Mitchellian lines. The Burns 
a isin direct line of descent from, say, Mitchell’s 


Prospects of Economics” in The Trend of 
Economics, ed. R. G. Tugwell (New York, 1924). 


General Theory relishes the distortions. 
Economists may adopt the liquidity- 
preference, marginal-efficiency, and in- 
come-consumption functions and still 
agree with Burns that the Keynesian 
equations neither explain the volume of 
employment dynamically nor satisfy the 
need for authentic knowledge of the 
causes of unemployment, that economics 
cannot stop with macroanalysis, that 
economic change would not grind to a 
halt if aggregate windfall profits were 
zero. “Keynes and his followers” and 
“Keynesian Thinking” are ambiguous 
tags for the sinful who violate the pre- 
cepts of Economic Research or, for that 
matter, the precepts that common sense 
can derive from the dreamland of equi- 
librium, static or otherwise. 

There is economics which is neither 
Economic Research nor a sterile hybrid 
of secular-stagnation and underconsump- 
tion doctrine."® It is a judicious combina- 
tion of systematic theoretical construc- 
tion and conscientious concern for the 
facts. This is the alternative that Burns 
by-passes in dichotomizing economic 
thought between bad theorizing about 
unrealistic data and restraint from the- 
orizing systematically about more data 
for more months for more activities in 
more countries. There are superb illus- 
trations of it in the National Bureau 
literature. 

Economists with a taint of Keynesian- 
ism have some consolation for Burns’s 
indictment. Measuring Business Cycles 
hits hard at statisticians’ traditional 
techniques for decomposing time series 
into cyclical, secular, seasonal, and ir- 
regular components. The National Bu- 
reau uses unorthodox instruments on 
raw data to get at concrete observations 
of economic life, convinced that statisti- 

For example, A. F. Burns, “Long Cycles in 
Residential Construction,” Economic Essays in 


Honor of Wesley Clair Mitchell (New York: Colum- 
bia University Press, 1935), pp. 63-104. 




















cians as well as economists lack tools for 
the job.” 

Measuring Business Cycles is not an 
apt title for the present volume.” The 
task that Burns and Mitchell assume is 
the design of a statistical method for de- 
tecting and measuring typical rhythmic 
movements in individual time series. 
Their purpose is to disclose 


.... What activities participate in the general 
rhythm, what activities do not, what activities 
participate by rising and falling in harmony 
with the general tide, what activities participate 
by rising throughout but more moderately 
during general contractions than during general 
expansions, what activities move early and what 
late in the general progression, what activities 
swing over a wide range and what have narrow 
amplitudes, and the changing relations of differ- 
ent activities in these respects from one business 
cycle to the next.” 


Duration is the only measurement for 
composite business cycles.*3 Cyclical 
phenomena are not measured in the 
econometrician’s sense of testing the in- 
fluence of single variables in the co-or- 


2 Measuring Business Cycles, p. 36; A. F. Burns, 
“Frickey on the Decomposition of Time Series,” Reo- 
iew of Economic Statistics, August, 1944, pp. 136-47. 

"The National Bureau has considered and re- 
jected more representative titles, among them 
“Methods of Measuring Cyclical Behavior,” 
“Analysis of Cyclical Behavior,” “The Cyclical 
Behavior of Business Factors.” 


Burns, “Frickey on the Decomposition of 
Time Series,” op. cit., p. 140. 


3 There are essentially literary measurements of 
amplitude and diffusion (Measuring Business 
Cycles, pp. 90, 104-7, 384, 402). 

4 Measuring Business Cycles reaches for only 
the first step in Mitchell’s program: “The task of a 
theory of business cycles . . . . consists in finding out 
what cyclical fluctuations are characteristic of 
different processes, searching for explanations of 
the idiosyncrasies revealed and tracing the connec- 
tions among different processes.”” See The Encyclo- 
paedia of Social Sciences (1930), III, 100. In Tin- 
bergen’s terms, it belongs to “the early phases of 
statistical business cycle research” (J. Tinbergen, 
Statistical Testing of Business-Cycle Theories [Geneva: 
League of Nations, Economic Intelligence Service, 
1939], I, 12, 15). 
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dinate fluctuations. In isolating the 
characteristic path taken by individual 
series over the characteristic span of 
cycles, Burns and Mitchell neither con- 
struct nor prove a model of business in- 
stability. This is fundamental research, 
analysis before synthesis on precision 
lines. The title suggests macroanalysis; 
the contents are microanalytic. 

The volume divides neatly into two 
elements. Chapters i-v describe, first in 
the rough and then in careful detail, the 
technique of isolating and putting into 
manageable form the facts about cyclical 
change in individual time series. Chap- 
ters vi-xii put the technique through 
grilling trial against the types of criticism 
that will come from predictable quarters. 
The first part strikes many familiar 
notes. The last bears the mark of Burns’s 
statistical skill and caution. 


THE DECOMPOSITION TECHNIQUE 


The technique is tailored to a working 
definition of business cycles: 


Business cycles are a type of fluctuation 
found in the aggregate economic activity of 
nations that organize their work mainly in busi- 
ness enterprises: a cycle consists of expansions 
occurring at about the same time in many eco- 
nomic activities, followed by similarly general 
recessions, contractions, and revivals which 
merge into the expansion phase of the next 
cycle; this sequence of changes is recurrent 
but not periodic; in duration business cycles 
vary from more than one year to ten or twelve 
years; they are not divisible into shorter cycles 
of similar character with amplitudes approxi- 
mating their own,?5 


Aggregate economic activity is an amor- 

phous mass of specific activities. Fluctu- 

ations in it are a synthesis of rhythmic 

sweeps in many economic activities.” 

The synthesis or business cycle can be 

visualized only in a figurative way, by 4 
2S Measuring Business Cycles, p. 3. 


% Mitchell, Business Cycles: The Problem and 
Its Setting, pp. 310-11. 
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statistical symbol of concurrence or cen- 
tral tendency.”’ The synthesis is a recur- 
rent type, so the business cycle can be 
represented as an average of repeated 
concurrences in rhythmic movements 
among the bits and pieces of general busi- 
ness. This is an objective definition, in 
keeping with the empiricism of Economic 
Research. It is free of “futile and mis- 
chievous constructions” that might im- 
ply some general theory of business 
cycles. The intent is to observe strict 
neutrality toward competing doctrines 
about the cycle mechanism.” 

The working definition suggests that 
time can be chopped into “units of per- 
vasive fluctuations in business life.” So 
reference dates are appointed, preferably 
to the month, to bound reference cycles, 
which become business cycles upon con- 
frmation of their boundaries. Only 
troughs and peaks are dated, inasmuch 
as “the most important practical and the 
most difficult theoretical problems” lie 
in the reversals of cyclical swings.” 
Troughs are taken as terminal limits be- 
cause they permit study of a few more 
cases—** perhaps also because they frame 
the most compelling phase, downturn 
from the peak." The historical sequence 
of reference cycles is continuous, at least 
in the United States, France, Great 
Britain, and in Germany to 1932, since 

Measuring Business Cycles, pp. 14-17, 70-71, 


82; Mitchell, Business Cycles: The Problem and Its 
Selting, p. 454. 


* Measuring Business Cycles, pp. 8-11. Kuznets 
has put the methodological tilt of the definition 
this way: “The cycle is essentially a quantitative 
concept. All of its characteristics . . . . can be con- 
ceived only as measurable aspects, and can be 
properly measured only with the help of quantita- 
tive data.” See S. Kuznets, “Schumpeter’s Business 
Cycles,” American Economic Review, 1940, p. 266. 


* Measuring Business Cycles, p. 81. 


* Mitchell, Business Cycles: The Problem and Its 
Setting, p. 472. 


* Measuring Business Cycles, p. 485. 
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there is no interval of one to twelve years 
lacking concurrent rhythms in many ac- 
tivities.* 

By the terms of the working defini- 
tion one would expect reference dates to 
be found by the congeries method, mark- 
ing concentrations in turning-points of 
numerous time series.‘ The method is 
impracticable, and the alternatives are 
essentially macroanalytic.*4 Dates now 
in use are still tentative, though they 
coincide very well with the schedules of 
other investigators.** Precise dates are 
not vital: inexact results do well enough 
as benchmarks from which to measure 
turning-points in specific series. Trial 
reference dates supply a common de- 
nominator for expressing leads and lags 
in the myriad of individual time series, 
and the interval between troughs serves 
as a “reference scale on which every 
series can be laid out in strictly uniform 
fashion.” * 

Precise and tested knowledge is a 
finished product. There must be raw 
material to work with, in the form of 
original time series. The working defini- 
tion sets the first principle for collection 
of raw data—that many economic ac- 
tivities shall be represented. The data 
must extend as far back as possible into 
the career of free enterprise. The number 
of observations should be maximized by 
use of monthly rather than quarterly or 
annual data. And there should be an ex- 
tensive sampling of national economies. 
The result is an awesome array of time 
series.37 The costs of patient prying for 


3 Ibid., pp. 78-79. 

34 Tbid., pp. 71, 76-81. 

38 Ibid., pp. 107-13. Reference dates have been 
altered very slightly in recent years. See Clark, 
op. cit., p. 11; and National Bureau of Economic 
Research, Bulletin, No. 69, p. 2. 

36 Measuring Business Cycles, pp. 71, 125-26. 

37 Ibid., pp. 20-21. By mid-1942 the National 
Bureau had analyzed 1,277 series. Measuring Busi- 


33 Ibid., pp. 40, 73. 
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more and still more data have been years 
of delay and inability to supplement a 
simple decomposition technique with 
mathematically more elegant methods.** 

The costs of compiling masses of data 
have been paid with a minimum of re- 
gret. The validity of the business-cycle 
symbol, defining the central tendency 
among cyclic swings oi specific activities, 
grows with the sample from the parent 
population: “Only by analyzing numer- 
ous time series, each with restricted sig- 
nificance, can business cycles be made to 
reveal themselves definitely enough to per- 
mit close observation.’’*® Since the work- 
ing definition is impartial toward theories 
of cycles, the collection of time series can- 
not be narrowed to reports on strategic 
processes. Aggregative measures might 
appear to be an easy way out of multiply- 
ing time series, but they conceal signifi- 
cant peculiarities of cyclical behavior, 
most of them tap too small a fraction of 
cycle history, and many of them are tech- 
nically objectionable.‘ 

“Our general rule is to cover as long a 
period as the data allow.’’" Since any 
one cycle may be atypical, the central 
tendency of cycles can be measured re- 
liably only by expanding the sample 
from the historic population.” Annual 
data are “excessively crude materials for 
studying business cycles . . . . simply be- 
cause a year is such a substantial frac- 
tion” of the usual length of cycles.*? The 
authors grant that their preference for 


ness Cycles does not list them and discusses very 
briefly the standards of technical adequacy that 
have figured in the selection. 


38 Ibid., pp. 43, 309; Economic Research, p. 26. 


39 Measuring Business Cycles, pp. 11, 16, 507. 
4° Ibid., pp. 16, 73-75. 
 Ibid., p. 19. 


# Ibid., p. 381; Mitchell, Business Cycles: The 
Problem and Its Setting, pp. 205, 395. 


43 Measuring Business Cycles, p. 268. 
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monthly to quarterly data may have 
been overworked.“ The policy of gather- 
ing data on the international scale sen- 
sibly recognizes that national economies 
are not closed economies. 

From assembly of time series the Na- 
tional Bureau method proceeds to re- 
moval of seasonal variations. Seasonals 
distort or conceal the rhythm of cyclical 
change, and that is reason enough for 
statistical surgery. It is alleged that 
there is sound justification on economic 
grounds as well: Since the business com- 
munity plans for durable investment and 
funded debt with no concern for persist- 
ent intra-annual instabilities, the statis- 
tician may “follow suit by erasing as 
well as may be their influence on time 
series.”’*5 On the other hand, the point is 
made that the statistical operation on 
seasonals does not isolate the full eco- 
nomic impact of seasonal change on time 
series. Burns and Mitchell take infinite 
pains with this step of procedure, to in- 
sure that “the underlying fluctuations in 
economic fortune come clearly to the 
surface.” 

* From seasonally adjusted time series, 
Burns and Mitchell precipitate specific 
cycles, the recurrent swings in individual 
time series. By the working definition, 
specific cycles are basic raw materials 
for analysis of business cycles.‘’ As a 
statistical symbol the business cycle 
marks the central tendency in their turn- 
ing-dates. The business cycle is the prod- 

44 Ibid., p. 269, chap. vi. 

48 [bid., p. 40. National Bureau methods do not 
segregate “forty-month” and “inventery” cycles 
from species business cycle. 


“ Ibid., pp. 44-46. In the view of the authors 
the decisive consideration in removing seasonals is 
pragmatic: the operation clarifies cyclical changes. 
The discussion of statistical methodology at this 
point is strongly commended to statisticians and 
economists alike. See especially ibid., chap. i, 
Appen. 

47 Ibid., pp. 11, 16, 507. 
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uct of the specific cycles, as aggregate 
economic activity is the product of all 
economic processes; it is the whole and 
they are the parts. 

~The identification of specific cycles is 
a matter of detecting waves in each sea- 
sonally adjusted series and dating the 
troughs and peaks. Some series lack 
satisfactory waves, but in most there are 
clear-cut fluctuations of approximately 
the same length as business cycles and of 
adequately impressive amplitude.‘* For 
some series the number of specific cycles 
may deviate from the number of refer- 
ence cycles: series may skip a reference 
cycle or may run through extra specific 
cycles. And the conformity of specific to 
reference cycles is uneven, with leads and 
lags at reference dates recording con- 
siderable dispersion. But the data do dis- 
close an unmistakable tendency for the 
ups and downs of specific cycles to cluster 
about a central tendency. The syn- 
thesis of rhythmic movements in frag- 
ments of the economic system is tenta- 
tively confirmed. 

There is difficulty in matching specific- 
cycle parts with their business-cycle 
wholes. In objective analysis, whether a 
given specific cycle is connected to one 
reference cycle by a lead or to another 
by a lag is not solved by economic pre- 
judgment. The only solution is objective 
rules and objective criteria for disregard- 
ing them when they work badly.’ The 
familiar method of stepping off leads and 
lags by correlation analysis allegedly is 
subject to shortcomings as grave as those 
which affect analysis on the a priori level. 
It does not measure timing at peaks and 
troughs alone or disclose changes in tim- 
ing from one pair of specific and refer- 


* Ibid., p. 11. 


“ Ibid., p. 66. 
* Ibid., p. 70. 


& Ibid., pp. 100-106. 
% Ibid., pp. 116-26. 
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ence cycles to the next. Moreover, it 
works only with trend-adjusted series. 

The National Bureau method extracts 
cycle bases and cycle relatives from sea- 
sonally adjusted series and turning-dates 
for both specific and reference cycles. 


Each adjusted series is broken into frag- ° 


ments, one sequence for its specific 
cycles and one sequence marked off by 
reference dates. An unweighted arith- 
metic mean, the cycle base, is calculated 
for the observations in each interval. 
Then every observation is expressed as a 
ratio to the mean of the segment in which 
it falls, and cycle relatives are the out- 
come. For each series, unless it has no 
specific cycles, there is a dual counter- 
part in specific-cycle bases and relatives 
and reference-cycle bases and relatives.’ 
Since the specific cycles of a series com- 
monly will not be coterminous with ref- 
erence cycles, its specific-cycle measure- 
ments will not duplicate the reference- 
cycle bases and relatives. There is no 
factor for translating one sequence of 
measurements into the other.* 

Transformation of seasonally adjusted 
time series into bases and relatives has 
manifold advantages. First of all, it 
breaks the historic continuum of cyclic 
movements in economic activities into 
arrays of observations. The arrays of 
specific and reference-cycle measure- 
ments for any one series are samples from 
parent-populations and are susceptible 
to description in terms of averages and 
measures of dispersion. The technique 
fulfils the specifications in the working 
definition, recurrence of a type of instabil- 
ity. General business has passed through 
discrete units of experience, or business 
cycles, and the evolution of a single eco- 
nomic activity similarly is a chain of dis- 
crete episodes.” 

83 Tbid., p. 127. 

54 Ibid., pp. 24-26, 131-32. 


55 Ibid., p. 174. 
% Tbid., p. 154. 


> 
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# In the judgment of the authors, cycle 
bases and relatives make a particularly 
neat and rational disposition of trend. 
Intracycle trend is retained, and cycle 
relatives tilt against the cycle base on an 
angle that reflects the element of trend 
* inclosed within the terminal dates of the 
specific or the reference cycle. This cap- 
tive fraction of trend is taken to be an 
organic part of cycle experience, of the 
form that development follows in free- 
enterprise societies. Distinctive trend 
contours help to account for the distinc- 
tive cyclical behavior of each activity, 
pointing up idiosyncrasies of timing and 
amplitude.’’ Trend accumulated outside 
the bounds of reference dates, intercycle 
trend, is eliminated in the derivation of 
cycle relatives. A cord that ties each 
cycle to its predecessors is cut, and one 
objection to counting each cycle in a 
series as an independent observation is 
removed. Intercycle trend, like seasonal 
variations and random perturbations, is 
peeled away from rhythmic changes, in- 
cluding intracycle trend, and tossed to the 
scrap pile. 

It is demonstrated that traditional 
methods of trend elimination abuse 
cyclical contours.s* They create an il- 
lusory similarity between different spe- 
cific cycles or different reference cycles 
and conceal mutations of cycle behavior 
that may be significant clues to economic 
instability. Besides, they are expensive 
and, in the case of many short series, too 
sophisticated for the job. If there were 
no substitute, the elimination of trend 
would require that analysis be confined 
to relatively few time series, a methodo- 
logical offense of first magnitude.* 

The cycle relatives supply a common 
unit of expression for series that original- 
ly may run in terms of long tons, fine 


57 Ibid., pp. 39, 270, 307. 


88 Tbid., pp. 37-39, chap. x. 59 Ibid., p. 368. 
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ounces, or dollars. Of course, relatives 
make strange patterns for some series, 
and there are rules for using abolute devi- 
ations instead. Lacking any intimation 
of the economic reason for treating the 
cyclic behavior of nearly all series in 
terms of relatives, it may be correct to as- 
sume that Frickey’s rule is applicable.“ 
Presumably, sequels to Measuring Busi- 
ness Cycles will explore instabilities ex- 
pressed in other media.” 

Cycle relatives, commonly on a 
monthly basis, are clumsy to handle. 
They are sensitive to erratic components 
and so may reverse direction within an 
expansion or contraction phase.® Fur- 
thermore, reference and specific cycles 
have wide ranges of duration and, in 
cycle relatives, uneven numbers of ob- 
servations. The device of cycle stages 
takes care of both problems. Each cycle 
in a time series is cut into nine stages: 
from Stage I at the initial trough through 
successive thirds of expansion to Stage V 
at the peak and on through successive 
thirds of contraction to Stage IX at the 
terminal trough. Cycle relatives are aver- 
aged for each stage and nine observa- 
tions emerge for every series in each 
specific and reference cycle.* No attempt 
is made to classify the sequence of stages 
into the phases of revival, expansion, re- 
cession, and contraction. 

Burns has put elaborate smoothing 
formulas through stiff tests.“ The con- 

% Jbid., pp. 137-38, 166. 

* Edwin Frickey, Economic Fluctuations in the 
United States (Cambridge, Mass.: Harvard Uni- 
versity Press, 1942), pp. 70-8s. 

% Mitchell, Business Cycles: The Problem and Its 
Selling, p. 474. 

% Measuring Business Cycles, p. 337. 

84 Tbid., pp. 144-61. 

sIn previous publications a nominal classifica- 
tion was used. For example, National Bureau of 
Economic Research, Bulletin, No. 57, pp. 6, 13-19- 

% In the present volume the tests are confined to 
Macaulay’s 43-term summation. 
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clusion is that the expedient of averaging 
cycle relatives by stages and comple- 
mentary averaging devices is superior.® 
Complex formulas twist cyclical con- 
formations into their own arbitrary cur- 
vatures, separating cyclical and erratic 
factors in demonstrably unreliable fash- 
ion.* They share with mathematically 
fitted trend lines the fault of glossing 
over the peculiar features of individual 
cycles in one time series and the distinc- 
tive cyclical patterns of different time 
series. And, like fitted trends, they are an 
expensive drain on resources that the 
National Bureau prefers to use in multi- 
plying time series. 

Stage-by-stage averages of cycle rela- 
tives, then, comprise patterns for each 
series in each specific and reference cycle. 
The basic and abiding facts about cycli- 
cal behavior are arithmetic means of the 
patterns for each stage in the sequence 
first of specific cycles and then of refer- 
ence cycles. Averages pick out a type of 
thythm from recurrent swings in an eco- 
nomic activity. Average durations are 
found for reference cycles and for specific 
cycles in each series, along with the aver- 
age interval in months between mid- 
points of successive stages and the 
monthly rate of change in cycle rela- 
tives between stages. Together, the aver- 
age durations and the average monthly 
rates of change trace the contours of the 
normal specific and reference cycle for 
the series.”° 


" Measuring Business Cycles, chap. viii. 


* The sine curve is rated an especially unreliable 
representation of the path taken by specific cycles 
in general. See ibid., pp. 251, 380. 


“ The means usually are unweighted arithmetic 
averages, and the measure of dispersion is the aver- 
age deviation from the mean. See ibid., pp. 380-81. 


_ ™ Patterns and related measures are arrayed 
in “S” and “R” tables, the former for specific 
cycles and the latter for reference cycles of individual 
series. There is a complementary charting tech- 
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There are other end-products of the 
technique than patterns. In all instances, 
however, the measurements for a stream 
of specific cycles and another stream of 
reference cycles for the same series are 
described ultimately by arithmetic means 
and a simple index of dispersion. Statisti- 
cal normals and average deviations are 
the facts of cycle experience.” The lean- 
ing-posts for the National Bureau’s the- 
oretical work, they are the counterpart 
in Economic Research for the few simple 
assumptions about reality that presum- 
ably suffice for the dreamland of equilib- 
rium or meet the capricious standards of 
common sense.” Cheaply and reliably, 
too, they smooth the erratic flutterings 
that may escape more formalized 
smoothing techniques. In both economic 
and statistical analysis they report the 
facts about business cycles with less bias 
than do other mediums. 

“Like all scientific inquiries, our study 
of business cycles presupposes the ‘uni- 
formity of nature.’”’? Burns and Mit- 
chell presume that sequences of patterns, 
durations, and other measures still to be 
considered accumulate homogeneous 
populations. The norms of the phenom- 
ena have stood still.”* That is the sense 
of the working definition, carried to its 
logical climax in the device of averages.” 
For all time series, of course, the hypoth- 


nique. For illustrations of patterns see ibid., Appen. 
B, Table B4, pp. 517-36. For explanation of charts 
see ibid., pp. 34-35. 


™ Tbid., p. 367. 


7 Ibid., p. 491. 33 Ibid., p. 370°. 


14 Ibid., pp. 34, 480. Compare Mitchell, The 
Encyclopaedia of the Social Sciences (1930), Ill, 
101; J. Schumpeter, “Mitchell’s Business Cycles,” 
Quarterly Journal of Economics, 1930-31, p. 164. 

78 In 1927 Mitchell forecast a method of analysis 
that would treat “first all periods of prosperity as 
a unit, then all periods of recession, and so on.” 
See Business Cycles: The Problem and Its Setting, p. 
472. 
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esis still is provisional.” For some series 
it is evidently wrong. There are specific 
cycles dominated by random forces— 
monetary disturbances, major strikes— 
and measurements for them are omitted 
from the averages.”’7 Even some cycles in 
general business break out of the con- 
tinuity.” Some cycles in individual 
series are an organic sequence, so inter- 
correlated that they cannot be arrayed as 
independent observations.”? A break in 
trend also implies a mixed population, 
and the usual solution is to calculate 
separate averages for the intervals be- 
fore and after the secular turning-point.*° 
For some series cyclic changes are so dis- 
orderly that averages are at best arbi- 
trary benchmarks for the better appre- 
ciation of deviations.** Averages may be 
faulty because they fail to wipe out 
episodic flutters, because there have been 
errors of judgment in applying the tech- 
nique, because the original series reports 
too brief a period of time, or because dis- 
tributions for some measurements tend 
to skew toward the higher values.** Not- 
withstanding all this, Burns and Mit- 
chell do “provisionally regard our aver- 
ages as rough representatives of the 
cyclical movements characteristic of in- 
dividual activities and the average devi- 
ations as rough representatives of the 
variability of cyclical measures around 
fairly stationary means.’ 

Each step in the technique, from the 
definition on, presupposes the validity 
of averages drawn from rhythmic se- 


% Measuring Business Cycles, p. 507. 

7 Ibid., pp. 33, 41, 381. 

18 Ibid., p. 506; W. C. Mitchell, Wartime ‘Pros- 
perity’ and the Future (New York: National Bureau 
of Economic Research, Inc. [1943]), p. 1. 


1% Measuring Business Cycles, pp. 438, 460. 
% Tbid., pp. 34, 381. 
® Tbid., pp. 468, 503. 


% Ibid., pp. 491, 502-3. %3 Jbid., p. 480. 


quences. Now the literature is sprinkled 
with doctrine to the contrary. Burns and 
Mitchell test some of it, in the main by 
applying variance analysis to a limited 
selection of series.** They find minimal 
evidence that their measures of cyclical 
behavior have undergone secular trend, 
and Mills’s suggestion that durations of 
business cycles reflect the stage of indus- 
trial development is discredited.** The 
suggestion that World War I marks a 
structural change in cycles does not bear 
up under analysis.® The findings to date 
are that durations of business cycles and 
measurements for selected series have 
been stable in the long run.*’ Given the 
limitations of their tests, Burns and Mit- 
chell are confident also that cyclical 
measurements do not cluster in super- 
cycles.** Admittedly the tests are not 
decisive: they are applied to few series 
and only to the simpler measures of 
cycle behavior; probability tests may be 
inappropriate to the materials. But the 
results do not belie the presumption that 
historic sequences of rhythmic move- 
ments comprise homogeneous popula- 
tions. Finally, the presumption survives 
preliminary tests against the hypothesis 
that rhythmic sweeps are episodic erup- 
tions in economic activities, exhibiting 


$4 Tbid., chaps. x, xi. 

's Ibid., pp. 384-406. With Economic Research 
in mind, it is interesting to compare the metheds 
used by Schumpeter and the National Bureau in 
disposing of the Mills hypothesis. See Schumpeter, 
op. cit., p. 170. 

% Measuring Business Cycles, pp. 406-12. 

87 Ibid., pp. 413-17. 

*§ Tbid., chap. xi. Supercycles involved in the 
tests include long building waves, Wardwell’s major 
cycles, Kondratieffs, Juglars, Kitchin’s major cycles, 
and long cycles marked off by severe depressions. 
How tentative the National Bureau’s findings are is 
suggested by Burns’s cautious reservations to 
Frickey’s conclusion that there is only one cyclical 
pattern of fluctuation. See A. F. Burns, “Frickey on 
the Decomposition of Time Series,” Review of Eco- 
nomic Statistics, August, 1944, p. 141. 
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no tendency to cleave to a central tend- 
ency.*® 


JL Average patterns of cycle relatives by 


stages are supplemented by other meas- 
ures for individual series. Amplitudes are 
calculated, in cycle relatives, and char- 
acteristic amplitudes are found by aver- 
aging.°° There are measures of timing, 
yielding leads and lags of turning-points 
in specific cycles relative to turning- 
points in the reference cycles with which 
they are matched. For one pair of cycles 
a series may lead, for another it may lag, 
but the historical chaos is put in order by 
the customary device of averages. Meas- 
ures of conformity supply more elegant 
indexes of timing than leads and lags at 
turning-points. They report the regular- 
ity with which a series moves with or 
against the tide of expansions and con- 
tractions. Finally, Burns and Mitchell 
arrive at measurements of trend in in- 
dividual series. Intracycle and intercycle 
components of trend are calculated for 
each specific cycle in a sequence, and an 
average trend factor is added to the 
family of measures that define typical be- 
havior.” 

The choice of measurements for cycli- 
cal behavior in individual parts of ag- 
gregate economic activity fits the work- 
ing definition of business cycles. Am- 
plitude, timing, duration, conformity— 
all are pertinent to the thesis that cycles 
in general business are concerts of cycles 
in many economic activities.” With the 
average measurements for series in the 
National Bureau’s files one might expect 
a demonstration that—for the mass of 


” Measuring Business Cycles, chap. xii. 

* There is an extensive variety of amplitude 
measurements: for complete cycles, for complete 
phases, by stages; in absolute amounts and in rates. 

"See Measuring Business Cycles, chap. v, for 
detailed analysis of the measurements. 

* Ibid., pp. 11-12. 


activities—timing and conformity are 
close enough, durations similar enough, 
amplitudes significant enough to verify 
the working definition. Measuring Busi- 
ness Cycles omits the proof and suggests 
no standards for judging what levels the 
measures must attain before the working 
definition becomes definitive.®* There is 
no technique for aggregating cyclic meas- 
urements for many economic activities 
into cyclic measurements for general 
business. 

This is the skeleton, stripped clean, of 
the Burns and Mitchell technique for 
putting an end to metaphysical debate 
about the facts of business cycles. The 
averages and their deviations are the 
facts. As alternatives to Keynesian no- 
tions about cycles, they are systematic 
observations that distil the essence of 
cyclical fluctuations, in hundreds of time 
series, from the confusion of original 
data. “When competently used, average 
measures of cyclical movements in dif- 
ferent economic processes go far toward 
accounting for one another.” On this 
hypothesis, averages will be a vital ele- 
ment in the theoretical work of the Na- 
tional Bureau. 

Measuring Business Cycles is a model 
laboratory notebook. Each step in the 
decomposition technique is explained 
minutely and illustrated with precise 
exercises on selected time series. Wherev- 
er results are judged to be inconclusive, 
necessary qualifications are forthcoming. 
From the standpoint of technical pres- 
entation, Measuring Business Cycles has 
no peer in the literature. 


COMMENTARY 


The volume is entitled to microscopic 
review. It is a fresh start on the facts 


% For a perfunctory solution to the problem see 
ibid., pp. 96-106. 


% Ibid., p. 491. 
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about cycles and is packed full of con- 
tentious issues for the economist who 
may have confused reality with his 
dreamlands of equilibrium and the stat- 
istician who has tarried too long in his 
own fairyland of elegant mathematical 
functions. It is rich source material for 
the historian of thought, who cannot af- 
ford to disregard this link in a distin- 
guished line of nonconformist economics. 
Comments here must be limited to a 
very few questions. Is the decomposition 
technique structurally sound? Have 
Burns and Mitchell stayed within the 
bounds of objectivity or have they too 
engaged in illicit theorizing? Are their 
theoretical constructions systematic? Are 
the cycle averages useful facts? 

The working definition is intended to 
list “the observable characteristics of 
....@ distinct species of economic 
phenomenon.” Some revision may be 
due.” Cycles have not been divisible ob- 
jectively into four stages. Phases of ex- 
pansion and contrac.ion have been used, 
and patterns have been fitted to the 
rigid framework of nine stages. And the 
proviso that cycles are not periodic is at 
odds with the National Bureau’s average 
patterns of the cyclical form of develop- 
ment that is said to be native to free- 
enterprise regimes. When it comes down 
to measurements, or facts, departures 
from periodicity fall among the devi- 
ations and are accounted products of ran- 
dom rather than of cyclical forces. 

Aggregate economic activity and gen- 
eral business are not observable. There is 
no formula for weighting their parts, 
many economic activities, in an over-all 
summation. Similarly, business cycles in 

%S Tbid., p. 3. 

* Revisions have been made in the course of 
years. Compare the working definition, for example, 
with Mitchell, Business Cycles: The Problem and Its 
Setting, p. 468; The Encyclepaedia of the Social Sci- 
ences (1930), III, 92. 


aggregate economic activity are not ob- 
servable, and there is no conceivable for- 
mula for weighting their parts, specific 
cycles, to sum the whole. Measuring 
Business Cycles has no measurements 
other than duration for business cycles 
for the sound reason that there is no a 
priori principle for deriving a weighted 
average of amplitudes and rates of 
change, say, in cyclic movements of in- 
dividual processes. There is a note of in- 
congruity in a working definition which 
lists observable characteristics of a figur- 
ative phenomenon. 

The definition of business cycles in 
terms of aggregate economic activity and 
general business is not only ambiguous 
statistically; it is not very useful. The 
National Bureau’s preconception of busi- 
ness cycles is parallel to the conception of 
the all-inclusive general price level. The 
business cycle is visualized as a symbol, 
an index of instability in general busi- 
ness. And the general price level is figur- 
ative, an index for the totality of prices. 
The business cycle and the general price 
level are wholes, and their respective 
parts are rhythmic instability and prices 
of all commodities. In both cases every 
part supplies a statistical observation, 
and the problem is to integrate an ade- 
quate sampling of observations into an 
index of the whole. Of course, the prob- 
lem is vastly more complex for the cycle 
index than for the price index, and it puts 
a more severe strain on the statistician’s 
ingenuity. But to Burns and Mitchell the 
problem of business cycles is the same 
variety of problem as measurement of 
the average of all prices. 

Neither general business nor the gen- 
eral price level is a fruitful preoccupation 
for economic analysis and public policy. 
Partial aggregates and partial price 
levels can be more amenable to measure- 
ment, analysis, and corrective pressure. 
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The reviewer is Keynesian in believing 
that the aggregates of the General Theory 
are more functional and more intelligible 
observations of economic planning and 
behavior than the general business ag- 
gregate of Measuring Business Cycles. 
One is at a loss to understand why the 
National Bureau has chosen to interpret 
economic instability through the medium 
of general business, when it is so pre- 
eminently qualified to explore economic 
change in aggregates that are measurable 
—for example, gross and net national 
income. 

There is a gap in the authors’ defini- 
tion of business cycles. Throughout the 
volume allusions are made to business- 
cycle influences and forces. Business- 
cycle influences “dominate the movement 
of a series,” “ ‘produce’ specific cycles,” 
and impress their duration on specific- 
cycle rhythms. Business cycles are a re- 
current type of fluctuation, but Burns 
and Mitchell do not insist that the cycle 
force is repetitive. Cycle forces compete 
with random forces, but their relative 
strengths may not be gauged from facts 
in the form of averages and deviations.*” 
The business-cycle force, capable among 
other things of “producing” specific 
cycles, evidently is distinguishable from 
the business-cycle symbol that is pro- 
duced by statistical observations in the 
form of specific cycles. There are hints of 
mischief here. Some general theory about 
the cycle mechanism, mischievous by 
nature in the view of the National Bu- 
reau, may be blunting the objectivity of 
the working definition. 

A similar counterpoint of objective 
tule and a priori economics figures in the 
authors’ discussion of reference dates. 
Reference dates are fixed at troughs and 
peaks for two reasons; first, for statistical 
convenience and, second, because “the 


” Measuring Business Cycles, chap. xii, sec. iv. 
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most important practical and the most 
difficult theoretical problems” attach to 
turning-points rather than to cumulative 
processes. The duration of reference 
cycles is simultaneously a passive and an 
active variable: statistically, it is the cen- 
tral tendency of turning-points in specific 
cycles; economically, the durations of 
business cycles “come to be impressed on 
the components of the economic sys- 
tem.” Precision in fixing reference dates 
is both incidental and vital: statistically, 
their job is to supply benchmarks for 
defining leads and lags; in economic 
analysis, business cycles are a form of 
development and a unit of experience, 
reference dates bound the cycle forces, 
and leads or lags that account for differ- 
ences in specific and reference-cycle 
measures may signify predominance of 
random over cycle forces. The first rule 
in each pair is Economic Research. But 
the second in each pair is a debatable 
prejudgment, no more or less objective 
and no more or less factual than Schum- 
peter’s hypothesis that peaks and 
troughs are not critical mark-off points. 

Burns and Mitchell have paid dearly 
to multiply time series. The collection of 
data for many activities by months for 
long periods in a number of countries 
must have been balanced against the 
opportunity costs not only of using more 
elegant techniques but of refining and ex- 
tending data on national income, per- 
haps, or employment and production. 
Many of us would draw a very dissimilar 
indifference line, even though there can 
be no doubt that the National Bureau’s 
collection of time series is a treasure. 
Since aggregate economic activity is an 
elusive and not very useful variable, 
what its parts may be is not clear, and 
the likelihood is that series somehow 
qualifying as parts may offer little nour- 
ishment to economic analysis. Without 
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substantial criteria for selecting series, 
Burns and Mitchell necessarily depend 
on the capricious rules of personal judg- 
ment. They may object to a time series 
that reports an economic process on the 
grounds that it could be dominated by 
“disturbing circumstances.” They may 
reject an aggregative series because it 
submerges “significant” peculiarities of 
cyclical behavior. Or they may use pot- 
pourri aggregates—bank clearings and 
indexes of business activity—that are 
economically unintelligible. Mediocre se- 
ries, say calf slaughterings, creep in as 
parts of general business. When general 
business is the whole to be explained, in- 
evitably time-series riffraff will slip past 
common-sense precepts or, as the authors 
prefer, personal judgment.* 

The dogma that many economic ac- 
tivities must be sampled to validate 
business cycles as statistical symbols is 
straight from the dreamland of statistical 
equilibrium. In the realism of the labora- 
tory, reference dates are decided on quite 
a different basis and, in the course of 
events, acquire the power to determine 
which specific cycles in a sequence are 
apropos to the business-cycle problem. 
The dogma that no theoretical notions 
about cycles should color selection of 
data may be paired with the preconcep- 
tion that specific cycles are the economic 
as well as the statistical substance of 
business cycles. 


% Since the collection of series is not listed in 
Measuring Business Cycles, no general judgment on 
its merits is possible here. It is interesting to specu- 
late how the National Bureau’s standards for col- 
lection of data would be applied if the problem were 
not business cycies but, possibly, daily cycles in the 
activity of an automobile assembly plant. On the 
criterion of aggregate activity, specific cycles might 
be sought in confusing totals, such as bills paid, or 
in trivia, such as telephone calls incoming and out- 
going, as well as in strategic variables of man-hours 
employed, parts assembled, new orders received. 


99 Ibid., pp. 11, 23, 66, 70. 
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Monthly data are a luxury. In view of 
the hazards, for example, in identifying 
specific cycles to the month, of matching 
specific and reference cycles, and of con- 
densing cycles into nine arbitrary stages, 
the special precision of monthly series is 
illusory. Burns’s very skilful tests in- 
dicate that the superior sensitivity of 
monthly as compared with quarterly 
data is at times a disadvantage and very 
often too slight to compensate for the 
rough edges of the whole technique.’” 

Cycle analysis has use for historically 
remote data if they do report homogene- 
ous economic processes that make any 
appreciable contribution to the account- 
ing for gross national product. But cen- 
tury-long records for bank clearings or 
indexes of composite activity or calf 
slaughterings or the wholesale price of 
slab zinc in New York City are a frugal 
return on resources that might be spent 
in other ways. The rule that data shall be 
analyzed for as far back as they go is 
simple and objective. It is also as anar- 
chic as the whims and fancies that have 
decided the birthdays of economic time 
series. 

Specific-cycle patterns were not a part 
of Mitchell’s original blueprint for a de- 
composition technique.’” In the review- 
er’s judgment it was a mistake to add 
them. The dual analysis of most series, 
by both reference and specific cycles, is 
laborious. Procedures for matching spe- 
cific and reference cycles for each time 
series are a severe strain on the agility of 
statistical technicians. There is no satis- 
factory way of comparing the two types 
of cyclical behavior for any one series. 

10° The disagreement among objective economists 
regarding the time unit for which data should be 
reported is remarkable. For example, compare Meas- 
uring Business Cycles; Frickey, op. cit., chap. i; 
Tinbergen, op. cit., II, 11. It is conceivable that 
the choice cannot be left to objective criteria. 


101 Measuring Business Cycles, p. vii. 
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Specific-cycle analysis is not adaptable 
to a few series, some of which are im- 
portant ones. The measures for specific 
cycles are less instructive and less reli- 
able than measures for reference cycles. 

The function of specific cycles in the 
National Bureau technique is obscure. 
Measuring Business Cycles has three ob- 
jective rules about them that lead to dis- 
similar results. First, the critical task of 
cycle analysis is to determine how specif- 
ic cycles fit together." Second, the cen- 
tral problem is to discover how activities 
fluctuate in the fixed periods of reference 
cycles."*? Third, differences between spe- 
cific-cycle and reference-cycle patterns 
for the same activity suggest the pre- 
dominance of random over business- 
cycle influences."** By the first rule, 
series without specific cycles are excep- 
tional types, transgressing a common law 
of behavior. They belong to an extra- 
cyclical world, along with extra cycles 
and phases of some series that skip refer- 
ence cycles and defy the most objective 
efiorts to match specific and reference 
dates. By the second rule, all these ab- 
normalities are reincorporated into the 
world of cycles. By the third rule, many 
series with specific cycles belong to the 
economics of random perturbations. 
There are other symptoms of chaos in the 
theory of specific cycles. The rule that 
differences in timing betray random in- 
fluences shares the limelight with the 
tule that differences in timing, as well as 
in amplitude, are causal factors in propa- 
gating business cycles. Economic Re- 
search has rough sledding ahead in this 
maze of hypotheses. Unsystematic pre- 
judgments like these are not a fertile 
culture for precise and tested knowledge. 

Economists will take particular inter- 


 Ibid., pp. 11, 12, 66. 


"3 Ibid., p. 160. 194 Tbid., p. 505. 
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est in the doctrine that “the course of 
business cycles is influenced by cyclical 
fluctuations in every economic process, 
whether or not they synchronize with the 
general tides of activity.’**s This is the 
doctrine that establishes specific cycles 
both as the basic raw material of objec- 
tive research into cycles and as a satis- 
factory foundation for a theory of busi- 
ness cycles. Clearly it is not objective fact 
that one economic activity must swing 
in rhythmic pattern to impart a cyclical 
impulse to other activities. There is an 
open breach between the objective pro- 
cedure of tracing business-cycle contours 
from a central tendency among specific 
cycles and the theorem that specific cycles 
surviving the matching process explain 
the economic phenomenon of cumulative 
instability. The suspicion that system- 
atic theorizing should antedate the 
search for facts is deepened when the au- 
thors reverse their field and have busi- 
ness cycles “‘produce” specific cycles. 

A thesis about the economic bearing of 
trend factors has been decisive in Na- 
tional Bureau methodology. Intracycle 
trend is interpreted to be an organic part 
of the cycle of experience. Intercycle trend 
is not, nor are seasonal and random insta- 
bilities. Intracycle trend is a part of cycle 
behavior because it puts a stamp of in- 
dividuality on the cycle measurements 
for one series relative to others. But pre- 
cisely the same point may be made for 
the elements that Burns and Mitchell dis- 
card. Moreover, it is not clear why intra- 
cycle trend should be retained to pre- 
serve individualities in cycle behavior, if 
the device of averaging is to be adopted 
because it casts off the eccentricities and 
bundles them in simple measures of dis- 
persion. 

Accumulated or intercycle trend is 
stricken from the cycle measurements by 


*°5 Ibid., p. 23. 
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the device of cycle bases. For some series 
it is indirectly readmitted by severing the 
run of measurements for a single series 
into two or more populations and sets of 
averages; the condition is that the inter- 
cycle trend should have changed signifi- 
cantly. The turning-points of trends, 
like the turning-points of cycles, are as- 
sumed to be more pregnant with eco- 
nomic meaning than the cumulative 
processes of rise and fall. The implica- 
tions of manipulating intercycle trend in 
this fashion are not explored with the 
necessary care in Measuring Business 
Cycles. There are cogent reasons for 
doubting that the impetus from new in- 
dustries to composite instability is con- 
stant during cycles that punctuate their 
secular rise and changes only when the 
step-line of intercycle trend tapers off. 
Cycle bases are methodologically con- 
venient, but, in breaking the cyclical 
continuum into discrete observations, 
they can do serious injustice to economic 
reality. Very much the same point can be 
made for cycle stages. In condensing all 
cycles to uniform length, they dramatize 
turning-points and play down the con- 
tinuity of economic instability. 

The interplay of objective and a priori 
criteria reappears in the National Bu- 
reau’s selection of cycle measurements. 
Timing is relevant to computation of the 
business-cycle symbol. But lead and lag 
also are interpreted to mean active and 
passive influences in the process of in- 
stability. A measure of amplitude is 
required by the working definition. Am- 
plitude also is judged to be a factor in the 
generation of business cycles."*? The du- 
ration of business cycles is an expression 
of central tendency. Moreover, the du- 
ration of business cycles is impressed on 
the components of the economic system. 


16 Tbid., pp. 38-39- 
+97 Ibid., pp. 485-88. 


Considerations both akin and alien to 
Economic Research have dictated 
choice of measurements. 

The projected monographs will trans- 
late cycle measurements for single series 
into estimates of the strategic influence 
that individual activities bring to bear on 
the cumulative movement. Translation 
will be none to facile for the mosaic series 
of bank clearings and composite indexes. 
It should be anticipated that stage-by- 
stage averages and turning-point com- 
parisons will give up the secrets of cycli- 
cal instability more reluctantly than the 
National Bureau anticipates.** The 
measurements for individual series will 
be ambiguous clues to functional rela- 
tionships. Long leads and vigorous am- 
plitudes may imply stabilizing or desta- 
bilizing potentialities, depending on the 
process in question and the combination 
of circumstances. Converting simple 
dimensions for single series into subtle, 
multidimensional relationships is not a 
task for objective manipulation of ob- 
jective assemblies of integers. It remains 
to be seen precisely how useful the inte- 
gers assembled by the methods of Meas- 
uring Business Cycles will be for system- 
atic theoretical treatment. 

The National Bureau technique is 
vulnerable in each of its successive 
phases. But the decisive issues, of course, 
have to do with the device of multicycle 
averages. When averages are drawn from 
measures for a sequence of cycles, each of 
which has been plucked from its historic 
context by calculation of a cycle base, the 
typical cyclic behavior of an economic ac- 
tivity is said to emerge. This typical form 
of progression fits a disembodied time in- 
terval, bounded by terminal troughs and 
cut into nine fractions, during which 


18 Tbid., p. 491: “When used competently, aver- 
age measures of cyclical movements in different 
economic processes go far toward accounting for one 
another.” 
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cycle relatives rise to their peak and 
then recede at a characteristic pace. If a 
repetitive sequence of typical cycles for 
one activity were laid out on the line of 
intercycle trend and then surveyed 
against the seasonally adjusted time 
series, the deviations would single out 
disturbing factors from the omnipresent 
form of cyclic development. This dis- 
tinctive compartmentalization of insta- 
bility in any one economic process is the 
precise and tested knowledge that the 
National Bureau will translate into a 
definitive statement about the general 
contagion of instability. 

The decomposition technique classifies 
the components of instability by opera- 
tional time limits. There is a box for dis- 
turbances completing their cycle within 
a year, another for disturbances that rise 
and recede again in the appointed span 
of business cycles, a third for disturb- 
ances that persist beyond the limit 
of twelve years, and a wastebasket 
for variables that defy the technique of 
averaging. The unknowns of business- 
cycle theory are, by hypothesis, the con- 
tents of one box. If instability takes a 
form other than a rhythmic normal of 
prescribed duration, it is claimed auto- 
matically by the seasonal, secular, and 
random categories. There is an obvious 
resemblance in method to the neoclassi- 
cal formula for splitting variables among 
market, short, and long periods. One es- 
sential difference is that the neoclassical 
formula does not draw its lines so sharply 
between the several determinants. 

The artifice of splitting determinants 
of instability four ways is inherent in the 
National Bureau method, but it has 
given Burns and Mitchell some occasion 
for worry. The economics of seasonal ad- 
justments is conceded to be obscure. A 
captive fragment of trend has been 
dropped into the business-cycle box. And 
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as the volume comes to its close, there is 
a note of skepticism regarding the sepa- 
ration of cycle forces and random forces, 
so called. In the course of the study, the 
authors interpret the stability of aver- 
ages for cycle measurements to signify 
the stability of “forces that produce busi- 
ness cycles.”"*® But the final position is 
that one had best avoid interpreting 
cycle averages in terms of cycle forces. 
Burns and Mitchell suggest that aver- 
ages of one-to-twelve-year rhythms may 
measure such noncyclical or random 
forces as climate. They mention the pos- 
sibility that deviations from cycle aver- 
ages may be attributable to systematic 
differences between cycles in a sequence. 
Briefly, cyclic averages might be the 
measure of random perturbations and de- 
viations—the measure of cyclical phe- 
nomena. 

The segregation of random and cycli- 
cal determinants is complicated also by 
the fact that, ior every time series, Na- 
tional Bureau techniques isolate two 
averages and two average deviations. 
Most series lead or lag at business-cycle 
reference dates, so that specific-cycle 
averages diverge from reference-cycle 
averages. Measuring Business Cycles ac- 
counts for the divergence ambiguously. 
In one connection leads and lags have 
something to do with propagating busi- 
ness cycles in the economic sense. In an- 
other connection leads or lags and the 
corresponding differences between the 
averages are put down to the influence of 
random instead of cyclical forces. The 
reader has his choice: leads and lags are 
cyclical phenomena; leads and lags dis- 
close random disturbances. If leads and 
lags do measure the influence of random 
forces, the meaning of average deviations 
is not altogether clear. 

National Bureau method presumes 


19 Tbid., p. 480. 











that the components of instability, aside 
from random elements, are stable as well 
as objectively divisible into sharply de- 
fined categories. The supposition is that 
cyclical, seasonal, and secular compo- 
nents are monotonously repetitive. There 
are signs that Burns and Mitchell may 
wish to make serious reservations on this 
point. On common-sense principles they 
have stricken some cycles from multi- 
cycle averages. They have found some 
evidence that successive cycles are not 
independent observations. They suspect 
that the relative strategic importance of 
different economic processes changes 
from one business cycle to the next. Now 
multicycle averages are precise and 
tested knowledge about a constant com- 
ponent of economic instability. By na- 
ture they cannot be reliable information 
about volatile phenomena. Until the 
peculiarly static preconception of the 
forces that make for instability has been 
confirmed, the cycle averages are hy- 
potheses about the participation of in- 
dividual activities in infectious instabil- 
ity. They are objective assemblies of in- 
tegers, but they are not necessarily a 
solid factual base for the theoretical ex- 
plorations that the National Bureau will 
undertake."° 

The premises that (1) instability in 
aggregate economic activity is divisible 

"eThe comments of Professor Schumpeter 
are especially pertinent in this connection. See 


Schumpeter, op. cit., passim. Also see J. M. Clark, 
Preface to Social Economics, pp. 404-6. 
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into four components, each economically 
meaningful, and that (2) the components 
are constants bear all the earmarks of a 
broad-gauge theoretical construction. 
The reviewer is not confident that the 
construction is a profitable one. In com- 
mon with all general theories it may 
cause mischief. The difficulties met by 
the authors at each step of the decompo- 
sition process testify to that. In common 
with many other general theories this one 
has its futile aspects. The preoccupation 
with aggregate economic activity is one 
of them. The collection and decomposi- 
tion of time series that may be trivial or 
ambiguous is another. The dual analysis 
of series by specific and reference cycles 
is a third. 

There is cause for regret that the Na- 
tional Bureau has not subordinated its 
venture in business cycles to its work on 
employment, productivity, and income. 
The conception of a normal rhythmic 
component running through variations 
in aggregate economic activity is a sta- 
tistical phantom. Continuous and con- 
tagious change in employment, produc- 
tivity, and income is a valid economic 
phenomenon with compelling social im- 
plications. It can be measured, thanks, 
first of all, to the National Bureau; it can 
be conditioned, to a degree, by public 
policy; and it can be diagnosed with a 
judicious combination of Economic Re- 
search and economic logic. 
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INTRICACIES OF RUSSIAN NATIONAL-INCOME INDEXES" 





NAUM JASNY’ 


I. INTRODUCTION 


S OFFICIALLY computed in the 
U.S.S.R. (and not as in the 
United States), national income 

is merely the sum of accrued values 
added in agriculture, industry, construc- 
tion, communications, trade, and public 
feeding. Thus computed, Soviet national 
income (Table 1) is supposed to have in- 
creased more than fourfold during the 
single decade 1928-38 and was expected 
by 1942 to exceed that of 1928 by nearly 
seven times. 

In 1928, except for unskilled labor in 
villages, Russia did not have any con- 
siderable unused capacity in equipment 
and men. Moreover, in the early thirties, 
the Soviet government had to overcome 
violent resistance by the peasants, as a 
result of which agricultural production 
declined considerably and millions died 
from starvation. Even with huge reserves 
of means of production and without any 


* In this study all figures are official except those 
explicitly labeled as the writer’s estimates. To save 
space the official publications of the Gosplan (State 
Planning Commission)—pertaining to the first 
three five-year plans, published in Moscow in 1930 
(3d ed.), 1934, and 1930, respectively—are referred 
to as the “First Plan,” the “Second Plan,” and the 
“Third Plan.”” The law on the fourth plan, passed 
in March, 1946, is referred to as the “Fourth Plan.” 
The titles of all other Russian publications cited 
have been translated into English by the writer. 
While 1928-38 is used to mean a decade from 1928 
to 1938, 1926-27 and similar figures mean one fiscal 
year (October-September); with reference to agri- 
cultural products, one crop year. The abbreviation 
“1926-27 rubles” is frequently used instead of 
“tubles at 1926-27 prices.” 


*The writer is a staff member of the Office of 
Foreign Agricultural Relations, United States 
Department of Agriculture. This article represents 
his personal views and does not necessarily express 
those of the Office of Foreign Agricultural Relations. 
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resistance, an increase in national income 
of more than fourfold in the ten years 
1928-38 would have been a miracle, and 
miracles do not happen. In actual fact, 
the increase fell far short of that indi- 
cated by the official statistics. 


PRELIMINARY COMPUTATIONS 


The untenable nature of Soviet Rus- 
sia’s national-income indexes easily sug- 
gests itself in several ways. First, they 
may be compared with those of other 
countries. A comparison with the United 
States—where, with the price changes 
eliminated, the national income in- 
creased by only a small percentage in the 
decade 1929-39*—may not carry much 
weight because this country was on a 
much higher industrial level than Rus- 
sia, did not have a planned economy, and 
did not strive for the greatest possible 
output and national income. But Nazi 
Germany did have a planned economy 
and did strive for the greatest output and 
national income. Germany, it is true, was 
on a much higher industrial level than 
Russia but, in spite of this, was in a con- 
siderably better position to attain large 
rates of expansion in output and national 
income under the Nazis than was Russia 
during the functioning of the five-year 
plans. Germany possessed immense re- 
serves of unused industrial capacity, and 
her unemployed labor force exceeded 
five millions in 1932. Hitler also had 
entirely smooth sailing in executing his 
economic plans. Even so, he claimed an 
increase in national income of only 70.2 
per cent during 1932-38, while the 1938 


3 Statistical Abstracts of the U.S., 1940, p. 314. 
































income exceeded the 1928 level by but 
26.4 per cent. 

But one need not go abroad for evi- 
dence that the Soviet national-income 
computations represent a vast exaggera- 
tion. That they do is indicated by a 
scrutiny of both the new-investment and 
the current-consumption portions of the 
Russian national income. 

If an average of 28 per cent of the na- 
tional income was used for new invest- 
ments during 1928-37,‘ the total invest- 
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Moreover, the new investment (build- 
ings, machinery) was greatly overvalued, 
as will be shown later. But even if the 
new investment was worth fully 121 bil- 
lion unovervalued rubles, such an invest- 
ment could hardly have raised the na- 
tional income by 8o billion rubles, a rise 
which would have necessitated an in- 
crease in output of goods and services of 
over 160 billion rubles. 

If (as has been frequently done) one 
looks instead at the consumption side, 


TABLE 1 


NATIONAL INCOME OF U.S.S.R. BY MAJOR ITEMS, SPECIFIED YEARS* 
(Billion Rubles at 1926-27 Prices) 












































Item ror3_ | 1928 | 1932 | 1935 | 10936 | 1037 | 1038 | rogot wine Plant 
Agriculture......... 9.1 9.4 8.4 Se SRR Ra Sp AAP Meera ; | 
Ns oda nen 6.7 8.7 | 20.6 | 34.8 +S Sa Ree ck wks 
Construction........ 1.2 2.8 6.2 8.7 12.7 | 12.5 eee See meg | 
Communications. .. . 1.2 1.6 2.5 3.8 “S) eo a SR apie ME 
Trade and public feed- 

SE be 1.8 3.0 6.8 SY Seer ee ee ace 
Miscellaneous. ..... . 1.0 °. 1.0 | ere “L ; GRRE GARBERE petty 
a ee re 21.0 | 25.0 | 45.5 | 66.5 86.0 | 96.3 105 128.3 173-6 | 177 











* Data for 1913-37 from “The National Income of U.S.S.R.,”’ Quarterly Bulletin of Soviet-Russia Statistics, ed. S. N. Prokopovicz, 
No. 7 (March, 1941), p. 116. The tabulated data were compiled by the magazine from official data, not all of which are available to 
the present writer. Data for :942 from Third Plan, p. 197; and those for 1940 and 1950 from the speech of Voznesensky, president 


of the Gosplan, before the Congress of Soviets, March 16, 1946. 
t Territory to which the figure pertains was not stated. 


ment over that period amounted to 
about 121 billions of 1926-27 rubles. 
This was a gross figure, however. The 
losses incurred through reorganization, 
mismanagement, and _ resistance— 
amounting to over ro billion rubles in 
agriculture alone—were not deducted. 
4The new investments, including additions to 
the working capital and reserves, amounted to 18.9 
per cent of the national income in 1927-28 (1927- 
28 prices) according to the First Plan, Il, Part II, 
38. The section of the Gosplan which prepared the 
Control Figures ....for 1928-29 (Moscow, 1929), 
p. 83, gave them for the same year at 21.3 per cent. 
According to Second Plan (I, p. 427) and Third 
Plan (p. 197) savings amounted to 26.9 per cent in 
1932 (1932 prices) and 24.5 per cent in 1937 (1937 
prices). In terms of 1926-27 prices, those percent- 
ages are approximately 29.5 and 27.9 respectively. 





t Enlarged territory. § Approximate. 


there again appears to be little doubt 
that the officially computed increase in 
national income is greatly exaggerated. 
The portion of the national income used 
for consumption rather than for new in- 
vestments and the increase in reserves 
can be assumed to have declined from 
about 82 per cent in 1927-28 to 71 per 
cent in 1937. This implies that it in- 
creased by 234 per cent in 1928-37 (or on 
a per capita basis by about 204 per cent), 
rather than by 285 per cent, the official 
increase in national income in those 
years. Yet other official data show that 
the per capita consumption of the more 
expensive foods—such as meat, milk, 
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eggs, fat, and white bread—was sub- 
stantially less in 1937 and 1938 than in 
1928. Only the much less important 
commodities, sugar and fish, were excep- 
tions. The amount of clothing available 
per capita increased little if at all. Hous- 
ing remained in a very deplorable 
condition throughout the plan periods 
because of the great shortage of build- 
ing materials, the top priority given 
to industrial construction, and the more 
than doubling of the urban population 
in only twelve years.’ 

There was a large increase in per capi- 
ta expenditure on the part of the govern- 
ment for medical aid, sanitation, and 
schooling, including propaganda (the 
output of paper almost trebled from 
1927-28 to 1937). There were also some 
factors at work—such as expenditures 
for the armed forces—which tended to 
raise per capita national income going 
into consumption without increasing the 
scale of living standards of either the 
rural or the urban population. But all 


’Meat production declined from 3.6 million 
metric tons in 1928 to 2.4 million tons in 1937; 
milk production from 30.5 million tons to 27 million 
tons. See V. P. Nifontov, Animal Husbandry of 
U.S.S.R. in Figures (Moscow, 1932), Pp. 154-553 
and Third Plan, p. 82. The fact that nothing was 
published on egg production supports the writer’s 
computation, based on chicken numbers, that egg 
production declined by approximately 25 per cent 
from 1928 to 1938. For information on the low pro- 
duction of white flour in 1937 (the best crop year in 
the pre-war decade) and the desirability of a large 
increase in its output, see Third Plan, p. 62. 


* The output of cotton goods in large factories in- 
creased by 29 per cent from 1927-28 to 1937 
(Socialist Construction U.S.S.R., 1933-38, Pp. 74); 
but there was a decline in the small-scale industry 
and home weaving and a large increase in the utiliza- 
tion of textiles in industries other than those which 
produced consumers’ goods. 


?Although the urban population increased by 
perhaps twelve million persons during the operation 
of the Second Plan, the housing space constructed 
by the government in urban areas amounted to only 
289 million square feet (Third Plan, p. 136), and 
there was little other housing construction in cities. 


these factors accounted for only a frac- 
tion of the officially computed threefold 
increase (1928-37) in per capita national 
income going into consumption. The ap- 
parent changes in living standards 
simply cannot be reconciled with the 
change in per capita national income 
claimed during the thirties. 


OTHER INVESTIGATIONS 


The shortcomings of the Russian na- 
tional-income figures have long been rec- 
ognized. S. N. Prokopovicz,’ a well- 
known Russian economist, has revealed 
some of them. According to Colin Clark,® 
the national income of the Union in- 
creased during 1928-34 by 16.2 per cent 
rather than by 130 per cent—the official 
figure. Julius Wyler,” following “the 
tradition established by the pioneering 
work of Prokopovicz, Colin Clark, and 
others,” computed that, at 1940 prices 
in the United States, the national income 
of Soviet Russia increased by 87 per cent 
in 1928-37 and by 123 per cent in 1928- 
40—i.e., little more than one-third as 
much as claimed by official data. Paul 
Studentski," however, having produced 
the official series of Russian national in- 
come, expressed doubt only about the 
sharp increase of 19.5 billion rubles be- 
tween 1935 and 1936 and thus, by impli- 
cation, accepted the rest. His comments 
on the work of Prokopovicz and others 
also were such as to make the reader 
doubt the justification of their criticism. 


8 See his study quoted in Table 1; also Russlands 
Volkswirtschaft unter den Soviets (Zurich and New 
York, 1944), esp. pp. 352-66. 

* A Critique of Russian Siatistics (London, 1939), 
Pp. 41. 

%° “National Income of Soviet Russia,” Social 
Research, XIII (December, 1946), 504 and 512. 


11 “Methods of Estimating National Income in 
Soviet Russia,” Studies in Income and Wealth, 
VIII (New York, 1946), 197. 











PURPOSE OF PRESENT PAPER 


The principal task of this paper is to 
analyze the intricate ways in which the 
official Soviet figures are prepared. In ad- 
dition, a computation of the national in- 
come from agriculture and tentative ap- 
proximations to other items, including 
the aggregate national income, are pre- 
sented. The analysis is necessarily limit- 
ed to the period 1928-38, inasmuch as 
practically nothing has been published 
on Soviet national income since 1938. It 
is hoped that scrutiny of the methods by 
which the Russian national income is 
computed—in conjunction with recal- 
culations such as those of Colin Clark, 
Julius Wyler, and the present writer— 
may help to lift the veil of mystery from 
the more than fourfold increase in Rus- 
sia’s national income in ten years. 

The cumulative effect of several major 
factors was needed to bring about the 
phenomenal increase in Russia’s officially 
estimated national income. Among these 
were: (1) inclusion in the income of later 
years of the full value of goods which 
were never produced or, when produced, 
were unusable or, when usable, were of 
inferior quality; (2) use of a rather rapid- 
ly depreciating money unit; (3) inade- 
quate rates of depreciation; (4) rapid 
urbanization;” (5) inadequate coverage 
of small-scale industry in earlier years; 
and (6) unclassifiable arbitrary adjust- 
ments upward. 

In the present paper, except for item 5s, 
each of these factors will be examined in 
great detail. 

As for item 5, a few words only will 
suffice here. Before the inauguration of 
the five-year plans the output of small- 
scale industry was inadequately covered. 
Since in subsequent years such industry 


™ “Rapid urbanization” does not fit well under 
the heading “Intricacies’”’ but has to be included for 
the sake of completeness. 
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became much less important and was 
also covered more fully statistically, the 
increases in output of the whole industry 
and in the national income derived from 
it were exaggerated. The output of the 
baking industry, for example, was not 
shown separately in the statistics of 
either 1927-28 or 1928, and the value 
of the output of “other food industries” 
in those years was much too small to 
have included the total output of the 
baking and other, not especially men- 
tioned, food industries. In 1938 statis- 
tics, however, the baking industry is 
shown with an output of 16.6 million 
tons, the probable value of which was 
over 2 billion 1926-27 rubles. 


II. GOODS UNPRODUCED OR 
OF POOR QUALITY 


Until 1933, Soviet Russia ascertained 
its crops by standard methods, i.e., by 
estimating the crops after harvest. In 
1933, however, it began to estimate the 
grain crops in the field prior to the har- 
vest, with a greatly inadequate discount 
of as much as 10 per cent permitted for 
subsequent losses; even this discount was 
discontinued in 1937. In 1939 the new 
system of estimation was extended to 
other major crops and subsequently to 
all crops. An official instruction, dated 
July 21, 1939, specified that shattered 
kernels; whole potatoes and beets, and 
parts of them, remaining under ground; 
cotton lost under snow; and the like were 
to be included in crop estimates. All such 
unharvested waste is therefore found in 
the values of gross agricultural produc- 
tion and national income from agricul- 
ture. A careful analysis of the utilization 
of the 1933-39 grain crops indicates that 
official estimates exceeded actual crop 
harvests by approximately 25 per cent.” 


"3 The writer is confident that practically all those 
in the United States who are familiar with Russian 











By this expedient the 1937 national in- 
come from agriculture was raised by 
more than 10 per cent; that of 1940 per- 
4 haps by more than 20 per cent. 


’ S. N. Prokopovicz,"* certainly a care- 
. ful observer, estimated—on the basis of 
- data published in the Soviet economic 
, press—that, during the operation of the 
: first five-year plan, 30 per cent of the in- 

dustrial production was unusable and 
; represented a waste of material and 

labor. It was, nevertheless, included at 
: full value in the estimates of production 
and national income. In succeeding years 
the proportion of unusable goods de- 


clined considerably; but the quality of 
all production remained poor—far below 
that attained prior to the inauguration 
of the plans. 

Disproportionate development of the 
various industries, the resulting short- 
ages of equipment and raw materials, 
and the use of unsatisfactory substitutes 
were in large measure responsible for 
this decline. Notwithstanding the large 
amount of construction carried on in 1936, 
only 1,487,000 metric tons of rolled steel 
were used as against 2,319,000 tons in 
the United States." Wood was utilized as 
a substitute for metal, even in construc- 
tion particularly subject to fire hazards, 
and had to be replaced by metal in a few 
years. At the same time, unconditioned 
lumber was used in the production of 
machinery. 

The production of roofing sheet iron, 








agriculture accept this estimate. They include Dr. 
V. P. Timoshenko, Stanford University, the author 
of the volume, Agricultural Russia and the Wheat 
Problem (Stanford University, 1932) and other 
studies on the same subject; Dr. Murray Ross of the 
State Department; and Dr. Lazar Volin, U.S. De- 
partment of Agriculture. 


““The National Income of U.S.S.R.,” pp. 
118-19. 

'S U.S.S.R. and the Capitalist Countries (Moscow 
and Leningrad, 1939), p. 41. 
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one of Russia’s best roofing materials, 
declined from 371,000 tons in 1927-28" 
to 43,900 tons in 1937."’ In the thirties, 
more than 50 per cent of the roof area 
was covered with tar paper."* The Second 
Plan (I, 158) emphasized that, since 
such a large proportion of the roofing 
space would have to be covered with tar 
paper, satisfactory quality was essential. 
With reference to roofing materials, the 
Third Plan (p. 26) set as its goal for 
1937-42 an increase in the output of roof- 
ing sheet iron from 43,900 to 80,000 tons 
—i.e., to less than one-quarter of the 
1927-28 production. The failure of the 
plans with reference to the production of 
oilseeds led to a great shortage of paint." 

Along with the shortages of raw mate- 
rials and disproportionate expansion of 
the various industries, a major cause of 
the inferior quality of various products 
was the emphasis on quantity rather 
than quality which persisted until Rus- 
sia’s entrance into the war. Throughout 
the decade it was a seller’s market by 
legal and physical right, and consumers 
took what they were given. 

No allowances for poor quality have 
apparently been made in the estimates of 
production and national income. If 
undug potatoes are made a part of agri- 
cultural production and national income 
—on the consideration that, with greater 
care, those potatoes would have been 


6 Statistical Handbook U.S.S.R., 1928, p. 307. 
"7 Third Plan, p. 26. 


8 Second Plan, 1, 157; and Socialist Construction 
U.S.S.R., 1936, p. 67. 


#9 The output of linseed oil and hemp oil, the oils 
used in Russia for paint, did not increase from 1928- 
29 to 1934 (Socialist Construction U.S.S.R., 1936, 
p. 219). There was also apparently no material im- 
provement in the subsequent years. Otherwise the 
Third Plan (p. 63) would not have needed to ask 
for a trebling in the production of those oils by 1942, 
at the same time carefully avoiding mention of the 
quantities either produced in 1937 or planned for 
1942. 














harvested—it would be inconsistent to 
exclude defective industrial products or 
make allowances for the poor quality of 
the usable ones. With greater care, usable 
and satisfactory goods could have been 
produced. Considerable amounts of 
goods which were unusable or usable only 
to a very limited extent have indeed been 
delivered to the consumers and paid for 
by them. 


Ill. INFLATION OF AN “UNCHANGE- 
ABLE” RUBLE 


1926-27 PRICES AS THE STANDARD MEASURE 


For more than a decade the postrevo- 

lution prices were unanimously rejected 
as a correct measure of the value of pro- 
duction and national income. The dis- 
proportionate price relationship between 
farm and nonfarm products before World 
War I—which, while satisfactory to in- 
dustry, was unsatisfactory to the farmer 
—deteriorated further after the revolu- 
tion. In 1926-27, for example, the index 
of retail prices of industrial products 
stood at 1,967 (1913 = 1,000), but the 
index or prices received by the farmers 
for their products was equivalent to only 
144.4 (1910-14 = 100).” The prices of 
building materials were particularly high 
(229 per cent of the 1913 level), and con- 
struction costs were still higher. Compu- 
tations in 1913 prices were therefore pre- 
ferred to those in postrevolution prices. 
In Control Figures . . . . for 1928-29" the 
basic computation of the national income 
by the Gosplan was still in terms of 1913 
or “pre-war rubles.” The First Plan® 
likewise gave a prominent place to a table 
stating the basic figures in 1913 prices. 

Every plan outlined before 1930 in- 
cluded a provision for a reduction of the 

*° Indexes of the Central Statistical Office, Conérol 
Figures . . . . for 1928-29, pp. 501-4. 

* Pp. 435-41. 


= I, 144-47. 
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prices of industrial goods, especially of 
construction costs, relative to farm 
prices. The First Plan” set as its goal the 
attainment of the following price reduc- 
tions by 1932-33 (Table 2): 


TABLE 2 
Percentage 
Prices received by agricultural pro- 
isa keine wexiwarhinnes: 5-4 
Industrial products, wholesale... . . 23.0 
EE chet cccaciwas seas 41.7 
Cost of industrial construction.... 47.1 


When postrevolution prices were used 
for measuring production and national 
income, they were mostly prices of 1926- 
27. Table 3 shows that the computation 
of the 1927-28 national income, in prices 
of 1926-27 rather than of pre-1914, was 
responsible for doubling the share of non- 
rural construction in the national in- 
come. Also, as the result of substituting 
1926-27 for 1913 prices, the share of agri- 
culture in the national income declined 
rather substantially, while that of indus- 
try increased. 

Although the reluctance of the early 
Gosplan and other organizations to use 
postrevolution prices in measuring pro- 
duction and national income was certain- 
ly justified, 1926-27 prices became the 
standard unit in which the production 
and national income were computed 
after 1928. Furthermore, basing the na- 
tional-income computations on 1926-27 
prices, a serious shortcoming in itself, 
soon dwindled to a minor factor because 
other much more powerful price factors 
came up tending to distort the computed 
national income. 

The 1926-27 ruble was a gold ruble. 
There was no inflation in Russia at that 
time. The exchange rate was $0.515 to 
the ruble. While foreign trade was a gov- 
ernment monopoly, the prices of import- 


3 Ibid., p. 135. 
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ed goods were computed at the above 
exchange rate by the agencies which 
were permitted to participate in import 
operations; and the imported goods were 
actually sold at those prices.** Owing to 
the disproportion between the prices of 
agricultural and industrial goods, the 
1926-27 ruble was worth more than 51.5 
cents in terms of farm products but less 
in terms of industrial goods. 


INFLATION OF THE 1926-27 RUBLE 


The 1926-27 prices, as used in the 
computation of production and national 
income, are usually referred to in official 
pronouncements as “unchangeable 1926- 
27 prices,” or even “uniform unchange- 
able 1926-27 prices.” It is indeed pos- 
sible that 1926-27 prices have been used 
for most of those goods which were al- 
ready produced in the Soviet Union in 
1926-27 and for which 1926-27 prices of 
domestic products existed. The industrial 
production of Soviet Russia has, how- 
ever, increasingly consisted of goods 
which were not produced in 1926-27. 
Output of the metal-processing indus- 
tries, consisting mainly of such goods, 
increased (according to official computa- 
tions) almost sixteen times from 1928 to 
1938. The fertilizer industry also was 
practically new. Moreover, new models 
of old machines—for example, larger 
locomotives or freight cars—were ap- 
parently treated as new goods, as far as 
the setting of 1926-27 prices for them 
was concerned. For all or most of those 
goods 1926-27 prices were much higher 
than those which would have been in 
reasonable proportion to the prices of 
other goods produced in the Union or 
imported from abroad in 1926-27. In 

* See, for example, G. Angern, Reference Book for 
the Purchasers of Tractors (Moscow: Commissariat 
of Foreign Trade, 1928), here quoted from A. M. 


Markevich, Inter-Village Machine-Tractor Stations 
(Moscow: Gosplan, 1929), pp. 80-81. 


some cases, the 1926-27 prices of Russian 
make were only a fraction of those paid 
in 1926-27 for imported goods of better 
quality. Specifically, the 1926-27 prices 
of new models of old machines were al- 
most certaintly set much higher than in 
proportion to the enlargement or im- 
provement attained in them. 

While compilations of the “unchange- 
able 1926-27 prices” to be used in the 











TABLE 3 
1927-28 NATIONAL INCOME OF THE U.S.S.R. 
BY ITEMS* 
(Per Cent of Total) 
Column 3 
Pre- 19t4 1926-27 as Percent- 
Item Prices Prices age of Col- 
umn 2 
Agriculture....... 43-3 36.3 84 
Ea 24.4 26.9 110 
Nonrural con- 
struction....... 2.2 a8 200 
Communications. . 3.9 4.8 123 
ep 12.3 11.6 04 














* First Plan, 1, 158; Controi Figures .... for 1928-29, pp. 
308 and 436. 
computations of production and national 
income apparently exist, none of those 
interested in the subject and living 
abroad has been able to obtain one of 
them. In statistical publications, plans, 
and other accessible material, however, 
the values in 1926-27 prices are normally 
stated for large groups of commodities, 
so that it is impossible to segregate the 
commodities not produced in 1926-27. 
Fortunately, there are a few excep- 
tions, notably automobiles. 

In the middle thirties, Russian auto- 
mobile and truck production consisted 
almost exclusively of reproductions of 
Ford automobiles (model 1928 or 1929) 
and Ford trucks. In the estimates of the 
value of production and of national in- 
come in 1926-27 prices, the average re- 
turn to the factory for these machines 








(mostly trucks) was computed at around 
9,000 rubles, or $4,635 at the then prevail- 
ing rate of exchange.” It is unlikely that 
the f.o.b. factory price, excluding selling 
expenses, of these machines in the United 
States exceeded $600. Consequently, the 
machines were overvalued in Soviet Rus- 
sia perhaps six times, even granted that 
Russia was unable to produce auto- 
mobiles and trucks as cheaply as the 
United States. 

In 1927 the wholesale price of a three- 
plow tractor in the United States was 
around $1,000,” the return to the factory 
probably around $800. In Russia the 
factory return on the same tractor (1929 
model) was estimated as having been 
around 5,000 1926-27 rubles, or $2,575.77 
In 1934, some of Russia’s tractors were of 
foreign make; the spare parts for them 
were probably imported. Nevertheless, 
for each 15-horse-power tractor avail- 
able on farms at the beginning of 1934, 
671 rubles (1926-27), or $346, worth of 
spare parts was produced in that year.”® 
At retail, the spare parts for one tractor 
in a year must have been valued at about 
1,000 rubles, or $500. 

5 See Socialist Construction U.S.S.R., 1936, p. 10, 
for value of output and p. 165 for output. The data 
indicate an average return to the factory of over 
11,000 rubles, but an allowance is made here for the 
value of spare parts, which might have been in- 
cluded in the stated value. The comparison of 
the outputs and values in different years indicates 
that trucks were valued at more than the above- 


stated average price and automobiles at consider- 
ably less than that. 


% Statistical Abstract for the United States, 1930, 
Pp. 326, gave $680 as the wholesale price of a two- 
plow tractor. 


27 See Socialist Construction U.S.R.R., 1936, p. 9, 
for value of output; and p. 160, for output. The data 
of the source pertain to 1932-34, but other evidence 
leaves no doubt that the same prices continued to be 
used in the estimates of gross production and na- 
tional income later and certainly still are so used. 


** The equivalent of a three-plow tractor. 


*See Socialist Construction U.S.R.R., 10936, 
p. 9, for value of output of spare parts; and p. 249, 
for the number of tractors on farms. 
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As part of the investment in agricul- 
ture, none of those machines was valued 
at more than the prices computed 
above,*® i.e., no wholesale and retail 
charges were added. In view of the rapid 
inflation of the Russian ruble, one would 
expect that the prices of all commodities 
in current rubles (say, in 1934) exceeded 
the prices in 1926-27 rubles. However, a 
15-horse-power tractor delivered to the 
purchaser cost only around 3,500 current 
rubles in that year.** 

Thus, the following range of prices is 
found for tractors: 5,000 1926-27 rubles, 
the return to the factory, as part of in- 
dustrial production and national income; 
§,000 1926-27 rubles, retail price, as part 
of investment in agriculture computed in 
1926-27 prices; and 3,500 current rubles, 
retail price, as part of investment com- 
puted in current prices.* 

The Second Plan (I, 457) foresaw for 
1937 the production of 140,000 trucks 
(mostly Fords), 60,000 automobiles (also 
mostly Fords), and a tractor capacity 
equivalent to 166,700 15-horse-power 
tractors. Thus, the goal was 366,700 
machines at a value of 2,400 million 
1926-27 rubles (Second Plan, I, 453), 
or at an average of 6,500 rubles per truck, 
automobile, or 15-horse-power tractor. 
Although the above sum probably in- 
cluded the value of spare parts, there 

3° Ibid., pp. 247 and 238-320. 

3" See, for example, V. Zybin and M. Nazimov, 
“Planning of the Costs of Tractor Work in Machine- 
Tractor Stations,” Socialist Reconstruction of Agri 
culture (May, 1935), Pp. SI- 

# Until the present writer found out that current 
prices of important items of the investment in agri- 

culture were lower than 1926-27 prices, he was 
puzzled that—in the data on the investment in 
agriculture (see, for example, Socialist Construction 
in U.S.S.R., 1936, pp. 236-46)—the tables showing 
the investment in 1926-27 rubles had the values 
stated with depreciation deducted, while the tables 
showing the investment in current rubles had the 
values stated with depreciation not deducted. There 
could obviously be no reason for this procedure 


unless it was desired to conceal a quite unnatural 
system of pricing the investment goods. 
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was an overevaluation on that item alone 
of possibly over 14 billion 1926-27 rubles, 
fully reflected in the officially computed 
national income. In terms of 1926-27 
prices of Russian motor vehicles, the 
1937 output of these machines in the 
United States would have amounted to 
about twice the total industrial produc- 
tion of the U.S.S.R. in 1928, and the na- 
tional income from it would have been 
not much less than the total national in- 
come of the U.S.S.R. in that year. 
Official and semiofficial computations 
discussed in the next section leave no 
doubt that the rapid expansion of the 
production of highly overvalued goods 
brought about a considerable decline in 
the average value of the 1926-27 ruble as 
measured in terms of all industrial goods. 


MEASURING THE DEPRECIATION OF THE 
1926-27 RUBLE 


A reasonably good idea of the extent 
to which the 1926-27 ruble (in terms of 
industrial goods) was depreciated from 
1928 to 1937 can be obtained by compar- 
ing the results of computations of the re- 
lation of U.S.S.R. industrial production 
to that of the capitalist countries in two 
editions of a Soviet statistical hand- 
book.33 Table 4 reproduces that part of 
these data which pertain to the relation 
of U.S.S.R. industrial production to that 
of the United States, as well as similar 
data computed by the German Institute 
of Business Research and the League of 


3U.S.S.R. and the Capitalist World (Moscow 
and Leningrad, 1934) and U.S.S.R. and the Capitalist 
Countries (Moscow and Leningrad, 1939). The 1934 
tdition contained the heading “Institute of Econom- 
ic Investigations of the Gosplan U.S.S.R.” and 
was compiled by Y. A. Joffe and L. M. Tsirlin. 
The reference to the Institute was omitted from the 
1939 edition, but the Preface (p. xvi) mentions that 
the book is based on the material of the Gosplan 
and mentions also the previous handbooks (ibid.). 
Y. A. Joffe is again given as the compiler, while 
the co-operation of Tsirlin is mentioned in the 
Preface (ibid.). The identity of both publications is 
beyond doubt. 


Nations. The deviation of the findings of 
the 1939 edition of the Soviet handbook 
from those of all others in the table is 
striking. All sources, including the 1934 
edition, gave the relation of Russian in- 
dustrial production to that of the United 
States at slightly over 10 per cent in or 


TABLE 4 


RELATION BETWEEN INDUSTRIAL PRODUC- 
TION OF THE U.S.S.R. AND OF THE 
UNITED STATES 
(United States = 100) 











German Russi L f 
Institute ty —— "| Russian 
: and- | Nationst 
. of Busi- Hand- 
Period book 1926- 
ness Re- s041 enone book 
search* S058 ee: 9 1939 ed.§ 
1928 = 100 
1928 = 100 
Ba catestenteadne 12.3 6.9 
a Ae Aer ee Sg ere eee 
| eer 10.5 8 eee 6.7 
3990...... LP PR AE & lawton? 
5990. ..... 8 ee Serer Serer. &eyaee S 
a eee Sees Se 
Mid-1932 32.9 ee: RE rainy ey 
PR aacisvs vivevex se ae 26.6 
ee sind 30.3 
Plan 1937 55-4 
ae See ee Cee 
I 6 dake canvadidvanweee 3 i ae ae 

















* Rolf Wagenfuhr, Die Industriewirtschaft (Berlin: Institut 
fir Konjunkturforschung, 1933), Senderheft 31, p. 42. 
factors were considered in determining the share of each country: 
number of workers, installed horse-power, “— of output, 


the last being treated as decisive in case of s 


t Institute of Economic Investigations of the Gosplan 
U.S.S.R., U.S.S.R. and the Capitalist W orld (Moscow and Lenin- 


grad, 1934), p. 28. ‘‘The re for 1928 has been computed ac- 
cording to the data of the Berlin Institute of Business Research, 
publi in Die Indusiriewirtschaft, Sonderheft 31.” The pro- 


duction in U.S.S.R. in 1932 and 1937 is ex as e punt 
age of the production of capitalist countries in 1928. 

t League of Nations, Industrialisation and Foreign Trade, 
1045, p. 13. “The criterion employed has been the net value of 
industrial production (value added in the process of manufac- 
ture)’’ (ibid., p. 127). 

§ U.S.S.R. and the Capitalist Countries (Moscow and Lenin- 
grad, 1939), p. 8. ‘“The computations are based on price indices 
paren Pt | by us for each country separately. This made ible 
the comparison of the physical volumes of production. in- 
dices cover more than 60 per cent of the total industrial produc- 
tion.”’ 


around 1928. In the 1939 edition, how- 
ever, this same figure was reduced to 
only 6.7 per cent. The discrepancy is 
even larger if one compares the estimates 
for 1913 or 1937. According to the 1934 
edition the goal for 1937 was equivalent 
to 55.4 per cent of the 1928 United States 
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output. The 1939 edition, however, gave 
the 1937 industrial output of the 
U.S.S.R. at only 32.7 per cent of the 1937 
United States production, although the 
industrial output planned by the Second 
Plan for 1937 was exceeded by 2.3 per 
cent, while United States industrial pro- 
duction in 1937 exceeded that of 1928 by 
only 4.3 per cent. 

All four sources used the same (the 
official) indexes of changes in U.S.S.R. 
industrial output from 1928 to 1937. 
Hence these indexes, although incorrect, 
could not by themselves be the reason 
for the observed great discrepancies in 
the findings of the four sources. How- 
ever, while the German Institute of Busi- 
ness Research, the 1934 edition, and the 
League of Nations used 1928 or 1926-29 
as the base, the 1939 edition (without so 
stating) used 1937 as the base. The rea- 
son for the discrepancies among the four 
sources was that the exaggerated Rus- 
sian indexes of the growth of Russian in- 
dustrial production were applied by them 
to different bases. 

When the data for the 1934 publica- 
tion were compiled, it was still believed 
feasible to use 1928 as the base—i.e., to 
take 1928 production at 1928 prices as 
100. The 1934 edition actually accepted 
the computations of the German Insti- 
tute of Business Research which had 
1928 as a base. The League of Nations 
used as its base 1926-29 rather than 
1928. All three sources having computed, 
or accepted, reasonable figures for the 
value of Russian industrial output in the 
base period 1926-29 or 1928 by the use 
of international prices prevailing in those 
years, applied to them the exaggerated 
official indexes for the succeeding years, 
with the result that their indexes became 
increasingly untenable as the base period 
became more remote in time. 

The purpose of the 1939 edition, as 


well as of the 1934 edition, was to prove 
the great superiority of the socialist sys- 
tem of production. On page v the former 
declared: 


The superiority of the Soviet economic 
system of the U.S.S.R. is reflected first of all 
in that it has insured an immense uninterrupted 
growth of the economy of our country on the 
basis of victories of the socialist forms of the 
economy, in contrast to the capitalist countries, 
in which the ever shortening periods of upswing 
are followed by more and more prolonged crises, 
which are accompanied by unheard of depriva- 
tions of the masses. .... The economy of the 
Country of Soviets is growing by tempos un- 
heard of at any time and anywhere. 


While the character of the publication 
remained the same, the use of 1928 as the 
base—with the official Soviet indexes ap- 
plied to it for the succeeding years—be- 
came untenable by the time the 1939 edi- 
tion was compiled. Such procedure would 
have led to the conclusion that, in 1937, 
Soviet industrial production amounted 
to more than 4o per cent of that of the 
United States. Other data in the same 
publication would have disproved such a 
claim (Table 5). 

Sugar and combines are the only prod- 
ucts listed in the source of Table 5, in 
which the Russian output greatly ex- 
ceeded 40 per cent of the United States 
output. But the value of 1937 sugar pro- 
duction amounted to little more than 1 
per cent of the total industrial produc- 
tion of the U.S.S.R., while combines were 
part of the machinery output. Only two 
other items in the U.S.S.R. industrial 
output stood above 4o per cent of the 
United States output. The output of 
machinery, by far the most important of 
them, almost certainly was overvalued. 
In coal and steel, the foundation of in- 
dustry, the Russian output was 28.4 and 
34-4 per cent, respectively, of the United 
States output; mineral oil and copper 
only 17.7 and 11.6 per cent, respectively. 
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The 1939 edition followed an accept- 
able procedure in valuing Russian indus- 
trial production for 1937 at international 
prices of that year. But it stuck to the of- 
ficial indexes of industrial production for 
the years before 1937. By counting back 
from a more or less reasonable figure for 
1937, it arrived at unreasonably low fig- 
ures for 1928 and 1913—the preceding 
years.*4 

A similar, but indeed even stronger, 
contradiction between the two editions 
of the statistical handbook exists with 
reference to the output of machinery. 
According to the 1934 edition (p. 43), the 
U.S.S.R. machinery output in 1928 was 
7.0 per cent of that of the United States. 
The 1939 edition (p. 10), however, shows 
only 3.8 per cent for the same year. In a 
similar manner, the data of the earlier 
edition imply that the 1937 output of 
machinery in the U.S.S.R. was 80.0 per 
cent of the 1928 United States output,* 
while the later edition shows only 41.5 
per cent. The reason for these great dis- 
crepancies was again that the earlier edi- 
tion applied international prices to the 
US.S.R. machinery output according 
to its composition prior to 1928 and used 
the computed figures as the base. The 
figures for ater years, on the other hand, 
were obtained by application of the offi- 
cial Soviet indexes to this base figure. 
The later edition, however, used the 1937 
composition of U.S.S.R. machinery out- 

“Similarly, the estimate of the 1939 edition 
(p. 9) that Russian agricultural production amount- 
ed to 71.4 per cent of United States production in 
1937 is reasonable, but its estimate of 58.0 per cent 
for the relation to United States agricultural pro- 
duction in 1928 is too low. The compilers had to 
stick to the official figures, which showed that the 
1928 agricultural production of the U.S.S.R. was 


more than 25 per cent below that of 1937 while ac- 
tually it was less by little more than ro per cent. 


*The production goal for 1937 (relative to 
1928 production in the United States) had been 
62.5 per cent, but the goal was exceeded by 29 
per cent. 


put, valued at international prices, as the 
base; the figures for preceding years were 
obtained by applying the official Soviet 
indexes to this base. The discrepancies 
are bigger in case of machinery than all 
industrial goods because machines are 
the goods most overvalued in 1926-27 
prices. 
TABLE 5 


U.S.S.R. INDUSTRIAL OUTPUT IN PER- 
CENTAGES OF UNITED STATES 
OUTPUT IN 1937* 


a ey ree 32.7 
Of this: 
Electricity... ... . 24.2 
Seen rn 28.4 
Mineral oil........ a 
Iron ore........ |. ae 
Patol. dosnt ceases of Se 
Rickie seeacevas .. 24.6 
ee 41.5 
Trucks and automobiles.. 4.2 
Trucks only.......... 19.2 
Tractors....... 42.4 
Combines... ... ot 
Copper sulphate. . . era 
Se 27.0 
Cotton utilization. . . . 43.8 
ES aw wacunees o.oo 
cess dubcsctakaany tu 131.8 
* U.S.S.R. and the Capitalist Countries (1939 
ed.), p. 10. 


In 1937 manufacturing in the United 
States amounted to 60.7 billion dollars. 
After the value of mineral products, 
electric energy, fishing, and timber is 
added, the total industrial production of 
the United States—comparable in com- 
position to the industrial output of 
U.S.S.R.—amounted to 65.7 billion dol- 
lars. Russian industrial production of 
1937 was estimated in the 1939 edition 
(p. 10) at 32.7 per cent of the American 
output in the same year. Hence it was 
worth 21.5 billion dollars. But at 1926-27 
prices it had an official value of 95.5 bil- 
lion rubles, and consequently the 1926- 
27 ruble (in terms of 1937 Russian indus- 
trial output valued at American prices) 
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was worth 22.3 American cents of 1937 
value. This figure has to be raised by 11 
per cent to bring it to the price level of 
industrial goods in the United States in 
either 1928 or 1926-27. 

The fact that the 1939 edition esti- 
mated the relation of Russian to Ameri- 
can industrial production in 1913 and 
around 1928 at about 40 per cent less 
than the other sources—in conjunction 
with the finding that in 1937 the 1926- 
27 ruble, in terms of industrial goods, was 
worth only about 25 1926-27 American 
cents—indicates that the same ruble (in 
terms of 1928 Russian industrial produc- 
tion) was worth around 40 1926-27 
American cents. 

The conclusion that the Russian ruble 
in terms of 1926-27 prices was worth 
around 40 United States cents seems, if 
anything, an underestimate. It was 
stated above (p. 304) that, in terms of 
all industrial goods, the 1926-27 ruble 
was worth less than 51.5 United States 
cents. However, a substantial proportion 
of the total industrial production of the 
U.S.S.R. consisted in 1928 of goods proc- 
essed from farm products; the 1926-27 
ruble in those goods (except for cotton 
goods) cost more then 51.5 cents. In 
terms of wheat, for example, the 1926-27 
ruble was worth almost 70 cents, and the 
prices of mill products were almost in 
proportion. Certain goods produced lo- 
cally from local materials—such as tim- 
ber, lumber, clay, etc.—also were cheap 
in relation to the American prices of the 
same goods. This leaves considerable 
(possibly too much) space for the ruble, 
having cost considerably less than 40 
United States cents in terms of means of 
production and certain other industrial 
goods. 

Thus far the inflation of the prices of 
Russian industrial production has been 
measured in terms of 1926-27 prices of 
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the same goods in the United States. The 
inflation of those prices was somewhat 
less if measured in 1926-27 prices of in- 
dustrial goods in the U.S.S.R., with the 
prices of overvalued goods brought in 
line with those of other goods. This dim- 
inution in the amount of inflation is 
caused by the fact that after 1926-27 the 
production of goods which were relative- 
ly expensive in that year increased in the 
U.S.S.R. more than the total industrial 
production. However, this increase was 
by no means as large as is indicated by 
official figures. This topic is discussed on 
page 311. In view of the rising propor- 
tion of more expensive goods in the total 
industrial output, 40 per cent— indicated 
by the preceding analysis as the inflation 
rate of the 1926-27 ruble in terms of in- 
dustrial goods during 1928-37 (as the 
result of placing exorbitant prices on 
certain goods, the output of which was 
rapidly expanding)—is in the final com- 
putations reduced to 33} per cent. 

Since, in terms of many industrial 
goods, the 1926-27 ruble continued to be 
worth 50 cents or more, the fact that in 
1937 this ruble, in terms of all industrial 
goods, was worth only about 25 Ameri- 
can cents of the 1926-27 value implies 
that it cost much less than 25 cents in 
terms of such goods as machinery. The 
analysis of the machinery output on 
page 314 indeed shows that the 1926-27 
ruble, in terms of machinery produced in 
the U.S.S.R. in 1937, is unlikely to have 
been worth more than 15 American cents 
at 1937 value. 


REPERCUSSIONS OF THE INFLATION OF 
THE 1926-27 RUBLE 
The considerable inflation of the 1926- 
27 ruble, as expressed in terms of manu- 
factured goods, in the thirties naturally 
affected not only the indexes of indus- 
trial production but pervaded all statis 
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tics computed in terms of those rubles. 
Only a few examples can be given here. 
The officially computed relationships be- 
tween industry and agriculture in 1937— 
from 77.4 to 22.6 in output and from 50.9 
to 14.9 in contribution toward national 
income—are absurd for a country in 
which more than half of the population 
is still engaged in agriculture. These re- 
lationships are obviously the result of the 
great overevaluation of the 1937 indus- 
trial production. 

According to official data, the share of 
Group A (means of production) in the 
total industrial production increased 
from 39.4 per cent in 1928 to 57.8 per 
cent in 1937 and was supposed to reach 
62.2 per cent in 1942. While, at first 
glance, this increase seems consistent 
with the rapid rate of industrialization 
during this period, it is explained prin- 
cipally by the fact that overevaluation 
affected most the industries of Group A. 
It should be noted that—owing to vari- 
ous peculiar reasons (see below, pp. 317- 
18)—the increase in the output in Group 
B (consumers’ goods), as statistically 
registered, also was large during the 
period in spite of the fact that the con- 
sumption of these goods increased mod- 
erately, and, with reference to some of 
them, considerable declines in consump- 
tion took place (see elsewhere). When the 
effect of overevaluation is eliminated, the 
increase in the proportion of Group A to 
total industrial output is reduced con- 
siderably. 

According to the 1939 edition (p. 75), 
the output per man-hour in industry in- 
creased from 1928 to 1937 as shown in 
Table 6. 

This increase, again, was largely due to 
the gradual depreciation of the 1926-27 
tuble; and the officially computed in- 
crease of 169 per cent is cut to perhaps 


80 per cent (or less than half) if the effect 
of this depreciation is eliminatéd.* 

The inflation of the 1926-27 ruble nat- 
urally affected most the data for those 
industries which produce the largest 
quantities of overvalued goods. While, 
according to official data, all industry 
was increasing at a rate of 20 per cent 
per year during 1929-37, the rate was 
32.6 per cent for machine production.*’ 
From 1929 to 1938, the productivity of 
labor increased by 178.7 per cent in 


TABLE 6 
Percentage 
I IA. wakentcdvwss ce 169 
GD Dic i cecencwacnes 20 
a cirndawdaakawsant es 30 


metal-processing industries, which con- 
sisted mostly of machine industries, as 
against an average for all industry of 
123.0 per cent.** 


PROPORTION OF VALUE ADDED TO TOTAL 
RETURN TO THE FACTORY 

Since the value of factors of produc- 
tion—except in so far as they consist of 
overvalued goods—are computed at 
1926-27 prices, the overevaluation is nat- 
urally reflected with increased force in the 
computation of national income. For ex- 
ample, if steel, coal, and labor used in the 
production of trucks are charged at 
1926-27 prices, but the trucks are 
valued, say, six times higher than the 
reasonable price, the contribution of 
trucks to national income from the auto- 
motive industry and to total national in- 


3 Part of the residual increase in the productivity 
per man was caused by carrying standardization 
and unification beyond the desirable levels, i.e., 
by oversimplification. With its tractor industry 
second only to that of the United States in 1938, 
the U.S.S.R. produced only three models of trac- 
tors, of which only one was a wheel tractor. Even 
in a much smaller country than Russia, the mani- 
fold requirements of agriculture cannot be met 
adequately in this way. 

37 Socialist Construction U.S.S.R., 1933-38, p- 39- 

38 Op. cit., p. 38. 
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come is boosted about eleven times. In a 
similar manner the shattered grain and 
undug potatoes, included in the crop and 
in the value of gross agricultural produc- 
tion, are transferred from here in full 
into the much smaller national income 
from agriculture and thus constitute a 
much higher proportion of the latter. 
The proportion of value added to the 
total return to the factory increased in 
industry from 39.9 per cent in 1928 to 
53-3 per cent in 1937, according to offi- 
cial computations.*® Correspondingly, 
while total industrial production in- 
creased by 337.6 per cent in that period, 
the contribution of all industry to na- 
tional income rose by 485 per cent.‘ 
There is no need to emphasize that, as 
the proportion of the added value to total 
return to the factories, 53.3 per cent is 
very high. In the United States it was 
only around 44 per cent in 1937.“ The 
very fact that the value added by the in- 
dustrial production reached 53.3 per cent 
of the total value of the product in 1937, 
and was expected by the Third Plan to be 
around 56 percent in 1942, is in itself very 
strong evidence of the inflation of the 
1926-27 prices of finished goods relative to 
the prices of raw materials, semifinished 
goods, and labor. The difficulty lies only 
in determining how much of the increase 
in the proportion of added value to total 
value of industrial production is due to 
the inflation of the 1926-27 ruble. 
Official studies, devoted to ascertain- 
ing the role of different factors in the in- 
crease in national income from industry 
in 1928-37, are necessarily doomed from 
the very beginning, since their authors 
are not permitted to discuss the depreci- 


39T. Krasnolobov, “Factors in the Increase of 
National Income in a Socialist Society,” Problems 
of Economics, September, 1940, p. 62. 

4° Tbid. 

4* It was 41.1 per cent as shown by the census 
data plus 2.8 per cent for depreciation. 
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ation of the ruble in which production is 
expressed. In their analysis, this depreci- 
ation appears under various disguises— 
such as increased productivity per man, 
increased share of Group A industries in 
total industrial output, or saving on raw 
materials and equipment. 

The first two factors have already been 
recognized as being largely the product 
of inflation of the 1926-27 ruble. Krasno- 
lobov® estimated the value of raw mate- 
rials and equipment saved by industry 
in 1937, as compared with what would 
have been needed with 1926-27 produc- 
tion processes, at the huge figure of 10.7 
billion rubles. Since the total outlay for 
those items amounted to 44 billion rubles 
in 1937, the proportion saved must have 
amounted to 19.3 per cent. Unfortunate- 
ly, he failed to elaborate on his estimate. 

Savings of materials to the extent of 
even 10 per cent are rare for specified 
single products; they are clearly improb- 
able as an average. In some industries, 
such as flour milling, no saving on raw 
materials could have taken place, except 
for a small saving on power caused main- 
ly by the shift to more primitive produc- 
tion processes. The 1939 edition of the 
statistical handbook seems to mention 
only three cases of savings on materials. 
The first case, reproduced over and over 
again in the Soviet literature, is the de- 
cline in the utilization of fuel per kilo- 
watt-hour in central electric plants by 
24.4 per cent from 1928 to 1937 (p. 200). 
The second case of saving was in coke 
(by 11.6 per cent) in the production of 
pig iron from 1928-29 to 1937 (p. 216): 
The third (p. 220) was in the yield of 
sugar from sugar beets, which increased 
from 13.9 per cent in 1928-29 to 15.3 per 
cent in 1935-36. The handbook neglected 
to mention that the yield was only 13.1 
per cent in 1937 (Third Plan, p. 217)- 


# Op. cit., p. 63. 
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While the increase in labor produc- 
tivity was only a fraction of that official- 
ly computed, such increase as actually 
occurred took place to some extent at the 
expense of increased use of equipment 
and even raw materials. Shortages of raw 
materials and implements were another 
cause for waste of materials and imple- 
ments. Prokopovicz* estimated that de- 
fective production diminished the na- 
tional income from industry in 1932 to 
the extent of 63.1 per cent. 

It will be shown (p. 316) that depre- 
ciation charges were greatly inadequate 
during the first two plan periods. The 
sums which should have been (but 
were not) charged to depreciation ob- 
viously are part of the savings on equip- 
ment in Krasnolobov’s computation. As 
in the case of labor productivity, part of 
the savings of materials and equipment 
was the result of oversimplification of the 
production processes—the same flour- 
mill grinds, per unit of time, perhaps 30 
per cent more grain into whole-grain 
flour than into branless flour. 

The League of Nations certainly had 
good reasons for basing its indexes of in- 
dustrial production on the value added 
in industrial production rather than on 
its total value. But, with reference to the 
U.S.S.R., the use of this base brought 
about even more questionable results 
than those obtained by using the data on 
the total value of production. 


IV. PHYSICAL RELATIONSHIPS 


The evidence on the output of raw 
materials and finished goods shows that 
the increases in the output of raw mate- 
nals during 1928-38 could not have ac- 
counted for the expansion in the output 
of many processed goods. The disclosure 
of these disproportions is an important 
corroboration of the conclusions pre- 

* “National Income of U.S.S.R.,” pp. 118-19. 
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viously arrived at, with reference to in- 
dustrial goods, by the analysis of values; 
and it is the only evidence of great over- 
evaluation of construction (Chart I). 


INDUSTRY 


The processing of metals, largely com- 
posed of machine production, is pur- 
ported to have increased from 2.2 billion 
1926-27 rubles in 1928‘ to 33.6 billion 
rubles in 1938,‘ i.e., almost sixteen times. 
However, the output of steel was expand- 
ed only two and three-tenths times.” In- 
creased proportion of the total steel out- 
put going into machinery was but a 
minor factor, having risen from 44.9 per 
cent of the total in 1929-30 to 48.9 per 
cent in 1938, or 8.8 per cent.*’ The utili- 
zation of steel per 100 rubles worth of 
machinery and metal processing in gen- 
eral probably declined over the period, 
but the effect of this factor also could not 
be large. In spite of the increasing degree 
of fabrication there simply was not 
enough metal to expand metal processing 
by anything approaching fifteen and one- 
half times in ten years, unless the output 
consisted to a rapidly growing extent of 
highly overevaluated goods not produced 
in 1926-27. 

In 1937 the United States produced 
11.9 billion dollars worth of machinery.“ 
It had at its disposal 92.3 per cent more 
coal, 220.2 per cent more mineral oil, 100 
per cent more electric energy, and 84.7 
per cent more steel than was planned in 


“4 U.S.S.R. and the Capitalist Countries, 1939, 
Pp. 4. 

48 Socialist Construction U.S.S.R., 1933-38, Pp. 4°. 

# Same sources, various pages. 

47 L. P. Shulkin, Consumption of Black Metals in 


U.S.S.R. (Moscow and Leningrad, 1940) pp. 20-21; 
here quoted from an unpublished study by Alex- 
ander Gerschenkron, Federal Reserve System. 


4 Statistical Abstract of the United States, 1940, 
pp. 831 and 833. 
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the U.S.S.R. for 1942.4° With that much 
of raw materials, the U.S.S.R. would 
probably have been able to produce 
machinery worth perhaps 7 billion dol- 
lars. The machine production planned 
for 1942 was, however, valued at about 
52 billion 1926-27 rubles. Hence the 


1926-27 ruble, in terms of the 1942 
machinery output, would have been 
worth only 13 to 14 cents. The value of 


# U.S.S.R. and the Capitalist Countries (1939), 
p. 20; and Third Plan, p. 202. 


5° Total metal processing was valued at 62 
billion rubles (Third Plan, p. 19). 


CHART I 


U.S.S.R.: METALS AND CONSTRUCTION 
1937 OR 1938 IN TERMS OF 1928 
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the 1926-27 ruble, in terms of the Rus- 
sian 1937 machinery output, was some- 
what higher, but, even so, it is unlikely 
to have exceeded 15 American 1937 
cents. 

CONSTRUCTION 


It has been shown (p. 304) that con- 
struction costs, and therefore national 
income from construction, were already 
very high in terms of 1926-27 rubles 
before the inauguration of the five-year 
plans. Yet the national income from con- 
struction, i.e., the value added by it, 
increased eight and one-third fold from 
1928 to 1937 in terms of those rubles.” 
One can only wonder where raw ma- 
terials for that much construction were 
obtained (Chart I). 

There certainly was no metal to spare 
on ordinary construction, when there was 
not enough of it for construction where 
fire hazards were great. The supply of 
lumber increased only from 13.6 million 
square meters in 1928 to 28.8 million 
square meters in 1937.53 The output of 
cement was trebled from 1927-28 to 1938 
(an increase from 1,850,100 tons to 


* According to U.S.S.R. and the Capitalist Coun- 
tries (1939), p. 20, part of the American 1937 ma- 
chine output was worth 58.3 million 1926-27 rubles. 
If this figure represented the total American 1937 
machine output, the 1926-27 ruble in terms of 
machinery would have been worth 20.4 American 
cents of the 1937 value. The publication failed to 
give the value of the total American machine out- 
put in rubles, to prevent the reader from knowing 
by how much the real value of the ruble was below 
20.4 American cents. 


“The most recent statistical handbook devot- 
ed to construction, Socialist Construction U.S.S.R., 
1933-38, does not contain any data on construc- 
tion. Socialist Construction U.S.S.R., 1936 (p. 407) 
gave the value of construction, including the 
installation of machinery, in current rubles, and 
nobody outside of Russia is able to convert these 
rubles to a stable unit. Usable data on construction 
m recent years are apparently not available. One 
must, therefore, operate with the figures on national 
income from construction. 


“ Third Plan, p. 208. 
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5,698,000 tons’) and two and a third 
times as many bricks were produced in 
1937 as in 1929.% Three times as much 
window glass was produced in 1938 as 
in 1927-28. The great shortage of paint 
has already been mentioned. The scar- 
city of roofing material has also been dis- 
cussed. Even the output of tar paper of 
all kinds did not increase more than four 
times from 1929 to 1938. Again, it can 
only be asked how, with the available 
supplies of raw materials, the national 
income from construction could possibly 
have increased more than eight times. 


TABLE 7 








(In Million 
Square 
Meters) 


(In Million 
Tons) 





First Plan’s goal for 1932-33 
Produced in 1932 

Produced in 1933....... 
Second Plan’s goal for 1937. 
Produced in 1937 


42.5 
24.4 
24.4" 
42.9 
28.8f 











* Socialist Construction U.S.S.R., 1933-38, P. 70. 
t Third Plan, p. 208. Socialist Construction U.S.S.R., 1933- 
38, Pp. 70, gave it at 33.8 million. 


Important in this connection is the 
fact that, while the construction goals 
of the plans were by and large fulfilled, 
the goals for the output of building mate- 
rials usually failed by huge margins 
(Table 7). 

Owing to the very poor quality of con- 
struction—caused by the necessity of the 
strictest economy of materials and the 
use of inferior substitutes—the national 
income from construction, valued in 
1926-27 prices, should have increased 
materially less than the increase in the 
output of building materials. Instead, 
national income from construction out- 
stripped the increase in output of build- 

54 Socialist Construction U.S.S.R., 1936, p. 183. 

88 Socialist Construction U.S.S.R., 1933-38, p. 67. 

8 Ibid. 
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ing materials by two to three times, ac- 
cording to official computations. 


V. INADEQUATE DEPRECIATION 


Upon the consideration that capital- 
ists conceal profits and avoid taxes under 
coverage of depreciation reserves, the 
Gosplan established rates of depreciation 
which were rather low even for the situ- 
ation before the big industrialization 
drive. For industry, average deprecia- 
tion (including the funds for capital re- 
pairs) was established in the First Plan 
(II, Part II, 89) at 2.09 per cent per year 
for buildings (houses owned by industry 
2.19 per cent) and at 5.59 per cent for 
equipment, all percentages to be cal- 
culated on the basis of current reproduc- 
tion cost rather than on book value. 
These, and similar low rates for other 
branches of the economy, became even 
more inadequate in later years when con- 
ditions changed, but the depreciation 
rates apparently remained the same. A 
rate of 2.09 or 2.19 per cent per year is 
certainly only a fraction of the necessary 
depreciation charge for poorly construct- 
ed buildings, which are frequently un- 
painted and more often than not covered 
with tar paper. A depreciation rate of 
5-59 per cent per year for poorly made 
machinery, used very intensively and 
(frequently) by inexperienced persons, is 
also greatly inadequate. The fact that 
trucks, automobiles, and tractors are in- 
cluded in computations at lower 1926-27 
prices as an item of investment rather 
than as an item of production (as well as 
the arbitrary adjustments discussed in 
the next section, also involving deduc- 
tions) likewise indicates that the proper 
depreciation rates were not applied to 
proper values subject to depreciation. 

The Third Plan (p. 112) gave average 
depreciation charges at 1.9 per cent of 
the total production costs in industry in 


1937.57 When related to the value of in- 
dustrial production, this figure declines 
to about 1.2 per cent. According to the 
national-income group of the United 
States Department of Commerce, aver- 
age depreciation reported by United 
States industry in 1937 amounted to 2.7 
to 2.8 per cent of the value of produc- 
tion. The opinion of the Gosplan econo- 
mists that capitalists tend to exaggerate 
the necessary depreciation charges is 
justified; but, under the specific condi- 
tions of the operation of the five-year 
plans, considerably higher depreciation 
charges were needed in Soviet Russia 
than the liberal charges of American in- 
dustry. 

The insufficiency of the depreciation 
charges during the first two five-year 
plan periods was officially acknowledged 
in the Third Plan (p. 115). During the 
period of the Third Plan, expenses for 
capital repairs had to be increased from 
13.4 billion rubles (probably current 
rubles) to 33.8 billion such rubles. The 
official comments on this scope were as 
follows: 

This increase in the outlay for capital re- 
pairs is due to the immense expansion of the 
investments of our country and to the necessity 
of liquidating deterioration of the industrial 
buildings and equipment, which occurred before 
the start of the Third Plan period as the result 
of incorrect utilization of the depreciation 
funds. The situation with respect to capital 
repairs is similar in the other branches of the 
economy (agriculture, housing, etc.). The out- 
lay for the capital repairs of houses is increased 
greatly during the Third Plan period to assure 
the preservation of the housing in cities and 
workers’ settlements. 


The comments of the Plan leave no 
doubt that it was intended neither to re- 
duce the net income from industry dur- 
ing the First and Second Plan periods, 

s? The percentage had unfortunately to be com- 


puted from data in 1937 rubles, but this hardly 
makes the figure unusable. 
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computed without allowing adequate de- 
preciation, nor to charge the repairs 
which were not performed during those 
periods as an expense of the Third Plan 
period. Rather, an upward re-evaluation 
of a substantial portion of the investment 
was decided upon. 


VI. URBANIZATION AND RELATED FACTORS 


In 1927-28 the average per capita in- 
come of the urban population of Russia 
was three and one-half times higher than 
that of the rural population. Urban 
population more than doubled during 
1928-38. Since total population also in- 
creased, 45 per cent more national in- 
come was needed to maintain the same 
scale of living of both the urban and the 
rural populations in 1938 than in 1928. 
This percentage seems small when com- 
pared with the 320 per cent by which the 
national income increased during that 
period according to official computa- 
tions. But it looms very large if the Rus- 
sian national income is computed by 
methods adopted in the United States 
and other countries. 

The additional income, the need for 
which is caused by the farm-to-town 
shifts in population, partly consists of 
new goods and services, especially addi- 
tional transportation and marketing. 
Another part of that additional income, 
however, is composed of compensation 
for activities which had been previously 
performed at home and were neglected 
in the national-income computations. 
Under Russian conditions, this part is 
very large. In 1928 the Russian peasants 
baked all their bread and even produced 
part of their flour; they not only made 
their own clothes but, to a considerable 
extent, processed their wool and flax; 


“Computed from data in Control Figures .... 
for 1928-29, p. 445. 
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they certainly did not buy fuel, etc. Part 
of these activities could be observed also 
in small and even good-sized towns. 

This transfer of operations, from those 
not accounted for in the computations of 
the national income to those which are 
so accounted for, was carried much fur- 
ther in Russia than was justified by the 
farm-to-town shift, or other natural 
processes, through the exertion of the 
monopoly rights and nationalization 
program of the state. By the same ex- 
pedient, other industrial activities were 
considerably expanded. 

By obligatory deliveries, by payment 
of the collective farms for the services of 
the machine-tractor stations, and by 
“voluntary purchases,” the state con- 
centrates in its hands such a large part 
of the grain harvest that even peasants 
of the surplus areas deliver their prod- 
ucts to the state with one hand and buy 
breadstuffs from the state with the other. 
In the period analyzed, however, the 
government refused to sell grain and 
placed a price on flour of more than twice 
that which would have been in reason- 
able proportion to the price of bread sold 
by the state itself. Even peasants were, 
therefore, forced to buy their breadstuffs 
in the form of bread, frequently spending 
on these purchases more time than the 
baking would have demanded.” In a 
similar way the consumer was required 
to buy sausage rather than meat, candy 
rather than sugar, probably also ready- 
made clothing rather than material for it, 
etc. While in the case of bread and 
clothing a transfer from home to in- 
dustry was involved, the shift from meat 

589 Factory-produced bread jumped from almost 
nothing in 1928 to 8.1 million tons in 1933 and was 


again more than doubled by 1938 (Socialist Con- 
struction U.S.S.R., 1933-38, p- 77)- 

6° In the face of a reduction in the total meat sup- 
ply by about 15 per cent, the output of sausage in- 
creased about five times from 1928 to 1938 (ébid.). 













to sausage, from candy to sugar, and so 
on, was of course new processing. 

At the outset of the article it was 
stated that there was less meat, milk, 
eggs, and even white flour in 1938 than 
in 1928; only the supplies of sugar, fish, 
potatoes, and vegetables increased. The 
nutritional standard declined consider- 
ably from the low level of 1928 (in Eu- 
rope only Rumania had as poor a diet as 
Russia at that time).* Yet the value of 
the production of the food-processing in- 
dustries more than trebled from 1929 to 
1938. In 1938 it exceeded 19 billion 1926- 
27 rubles, amounting to more than one- 
fifth of the total industrial production 
of that year,® and almost reached the 
level of the total industrial production 
of 1928. The national income was, of 
course, correspondingly boosted by the 
values counted as added in this process- 
ing. 

Only a small portion of the huge boost 
in the output of food-processing indus- 
tries was probably due to overevaluation 
of new goods. A substantial part of it was 
brought about by the increase in urban 
population. But also large was the part 
caused by the shift from home to factory 
in excess of what would have occurred 
without artificial means and by the ad- 
ditional processing, the product of which 
was pressed on consumers by similar 
means. Whether by transfer or by addi- 
tional processing, much of the industrial 
activities attained by artificial means do 
not contribute to the satisfaction of con- 
sumers and will disappear as soon as the 
consumers again have the opportunity to 
buy flour, meat, sugar, textiles, etc., at 
prices in reasonable proportion to the 

6M. K. Bennett, “Wheat in National Diets,” 
Wheat Studies of the Food Research Institute (Stan- 
ford University), XVIII (1941-42), 37-74. 


The share of these industries was actually 
even larger, owing to the smaller role of overevalued 


goods here. 
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prices of bread, sausage, sugar, and 
ready-made clothing. 

Public feeding—expanded vastly dur- 
ing 1928—38—was another service which 
was performed previously at home and 
not reflected in the computed national 
income. A large part of the additional 
public feeding also belongs in the group 
of unpopular services, which will disap- 
pear as soon as the policy of pushing the 
consumer into the public eating places by 
any and all means is discontinued. 


VII. ARBITRARY ADJUSTMENTS 


The increase in the national income 
from new construction, far exceeding the 
level permitted by the increase in the pro- 
duction of building materials (see pp. 
315-16), can have resulted only from its 
arbitrary overevaluation. Since even the 
value of construction has not been pub- 
lished for recent years, nothing more 
can be said of the subject. 

An illuminating case of an arbitrary 
upward adjustment, which leaves not the 
smallest room for doubt, is the deduc- 
tions from the value of gross agricultural 
production in the computations of the 
national income from agriculture. Off- 
cial figures (in billion rubles at 1926-27 
prices)®* are shown in Table 8. Contrary 
to statistical practice in the United 
States, Russian gross agricultural pro- 
duction is the sum of gross production of 
vegetable products, except pasture, and 
of gross production of animal products, 
except farm-produced  draft-power. 
Hence the deductions include not only 
nonfarm produced materials and depre- 
ciation, but also seed, feed, calves’ milk, 
and the like. 

The 1937 production of animal prod- 
ucts exceeded that of 1935 by 1.1 billion 

63 Quarterly Bulletin of Soviet-Russian Economics, 
p. 114. See also First Plan, I, 133; and Second Plon, 
I, 427 and 432. 
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rubles. Hence the value of the feed sub- 
ject to deduction had to increase in those 
two years by perhaps 600 million rubles. 
The investment in farms (especially in 
machinery) and the use of fuel, lubri- 
cants, and commercial fertilizer, were 
all considerably expanded from 1935 
to 1937. The deductions for those items 
had to increase by perhaps 400 million 
rubles. The use of improved seed, also 
subject to deduction, likewise increased 
from 1935 to 1937. Altogether the deduc- 
tions from the value of the 1937 gross 
agricultural production had to exceed 








TABLE 8 
Gross Agri- 
Years cultural Pro- | Deductions 
duction 
A ee Ee es 15.1 5-7 
D 6cskeenegueeennn 13.1 4-7 
Serre er er 16.1 5-5 
| Sore ere rere 19.8 4-9 











those of 1935 by more than one billion 
rubles.* As can be observed in the above 
tabulation, the deductions, instead, of- 
ficially declined by 634 million rubles. In 
this way the overestimate of the national 
income from agriculture in 1937 caused 
by including an unharvested portion of 
the grain crop and by other factors was 
raised further by almost 2 billion rubles 
or 20 per cent. 

The officially computed decline in the 
deductions, by 0.8 billion rubles in 1928- 
37, should strike even an unprofessional 
reader as obviously improbable. Mech- 
anization of Russian agriculture and the 
large increase in the use of commercial 
fertilizer which occurred in the meantime 
could but raise the deductions consider- 
ably. An itemized computation of the 


“*Space prohibits presenting the evidence for 
these computations. The writer is willing to supply 
it upon request. 


present writer indicates an increase in de- 
ductions by 1.9 billion rubles over the 
period. The Second Plan anticipated 
that in 1937 such deductions would ex- 
ceed those of 1927-28 by 2.9 billion 
rubles. 


VIII. COMBINED EFFECT OF ADJUST- 
MENTS TO OFFICIAL FIGURES 


INCOME FROM AGRICULTURE 


Considerable adjustments of the offi- 
cial computations of the national income 
from agriculture are needed to arrive at 
figures which can properly be compared 
with similar figures for the United States 
and other countries.**> As shown by the 
data in Chart II, the income from agri- 
culture in 1937, an excellent crop year, 
exceeded that of 1928 by about 12 per 
cent rather than by 58.5 per cent—the 
official figure. A computation for 1938, 
made under the assumption of normal 
weather conditions, yields almost the 
same income from agriculture as that of 
1928. 

Most of the adjustments which the 
writer applied to official figures tended to 
reduce the officially computed increase 
in the estimated national income from 
agriculture. For example, unharvested 
grain was excluded from the 1937 and 
1938 value of the gross production. How- 
ever, not all adjustments were of this 
kind. Severe cuts were made in the offi- 
cial evaluation of the investment in 
socialized agriculture because this invest- 
ment consisted mostly of greatly over- 
valued goods such as tractors, trucks, 
and buildings. These cuts obviously lead 
to a corresponding diminution in the 
charges for depreciation deducted from 
the value of gross production. If the offi- 


*s The details of the computations, occupying a 
great deal of space, will be presented in a mono- 
gtaph on socialized agriculture in the U.S.S.R. now 
in preparation. 
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cial figures on investment in agriculture 
were used, the national income from 
agriculture would have to be estimated 
at about the same figure for both 1928 
and 1937, while the 1938 national in- 
come—normal weather conditions as- 
sumed—would have turned out material- 
ly less than that of 1928. 
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to total productien is the thing of which 
the Soviets are most proud. The exag- 
gerations are much more likely to be 
larger with reference to industry than to 
agriculture. 
INCOME FROM INDUSTRY 

According to official computations, in- 

dustrial production and the national in- 
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“FOURTH PLam TERRITORY TO WHICH FIGURE PERTAINS WOT STATED im THE SOURCE 


OTHER ITEMS 


As stated in the Introduction, the 
present writer was unable to compute the 
income from any other branch of the 
Soviet economy than agriculture, the 
writer’s principal field of research. Nev- 
ertheless, it is possible to comment brief- 
ly on these other branches of the econ- 
omy. There is no reason to assume that 
agriculture is the weakest point in Soviet 
statistics. On the contrary, industry— 
the goal being industrialization by all 
means—is the cherished child. The rapid 
increase of the proportion of industrial 


come from it were as shown in Table 9 
(in billion 1926-27 rubles). 

While it was impossible for the writer 
to make a detailed recalculation of the 
increase in income from industry, the 
preceding analysis seems to justify the 
approximations (in billion 1926-27 T- 
bles) shown in Table 1o. 

These estimates are based on the as- 
sumptions that (1) the value of the 1926- 
27 ruble, as expressed in manufactured 
goods, declined by one-third from 1928 
to 1937; and (2) the proportion of the 
value added in manufacturing to total 
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value of industrial goods increased from 
39.9 to 45 per cent over the same period. 
Owing to lack of adequate data no pro- 
vision could have been made for the fact 
that the output of the small-scale indus- 
try was underestimated in the base year. 
By 1938 the income from industry 
may have risen to about 31 million. 


TABLE 9 








Item 





Value of production...... 
Value of materials, etc... . 
Value added or income... . 











TRADE 


In appraising the almost fourfold offi- 
cial increase in the national income from 
trade and public feeding in only nine 
years (Table 1), one must consider that 
the principal increase in turnover was in 
producers’ goods, which, in the main, in- 
volve only wholesale margins and rela- 
tively small ones at that. Retail trade, 
even with all the compulsory and semi- 
compulsory commercialization of the 
turnover, could not possibly have in- 
creased as much as by almost four times. 
Moreover, the cost of procuring agricul- 
tural products from the producers be- 
came considerably larger than it was in 


® After publishing Wagenfuhr’s study in 1933, 
the German Institute of Business Research ex- 
cluded the Soviet Union from its statistics for 
years. In 1940, however, the Institute came out 
with a friendly study of the Russian economy, 
stressing the rapid expansion of Russia’s industrial 
might and indeed playing this up against Great 
Britain (Weekly Report of the German Institute for 
Business Research, XVIII [April 30, 1940], 37-46). 
In spite of this friendliness, the Institute was not 
satisfied (as it had been in its 1933 study) with the 
official Soviet indexes on the year-to-year changes 
in industrial production. The increases in Russian 
industrial output from 1929 to 1937 and 1938, as 
computed by the Institute in the later study, are 
29.4 and 31.9 per cent, respectively, lower than the 
official ones and are only a little larger than those 
assumed by the present writer. 


321 


1926-27. In terms of 1926-27 prices and 
margins, there must have been consid- 
erable losses of national income involved 
in those operations in later years. 

The gradual depreciation of the 1926- 
27 ruble in terms of industrial goods was 
naturally reflected fully in the computa- 
tion of the income from trade—by way 
of enlarged wholesale and retail margins 
on the overvalued goods. Moreover, the 
almost fourfold increase in the income 
from trade and public feeding indicates 
the possibility that wholesale and retail 
margins might have been computed from 
goods never produced, such as shattered 
grain. These margins, and the share of 
them which constitutes national income, 
certainly were charged on that part of 
unusable goods which had been de- 
livered to the consumers. 


INCOME FROM CONSTRUCTION 


The preceding analysis leaves little 
doubt that the officially computed in- 


TABLE 10. 








Item 1928 1937 





21.8 
13.1 
8.7 


Value of product 
Value of materials, etc..... 
Value added or income... . 


63.7 
35-0 
28.7 











crease in national income from construc- 
tion has to be reduced more than the 
similar increase from industry—even 
without allowance for the fact that the 
1926-27 prices of construction were very 
high and particulary unadapted for use 
as a base. 


TOTAL NATIONAL INCOME 


The writer is certain that the income 
from agriculture was not above 1o billion 
1926-27 rubles in 1938 (normal weather 
conditions assumed). Should 31 billion 
rubles as the income from industry turn 
out to be reasonably accurate, the total 











322 NAUM JASNY 


national income for 1938 may have been 
moderately more than double that of 
1928. The increase works out to about 
135 per cent if, for the items other than 
agriculture and industry, the same in- 
crease is assumed as for the latter. 

An allowance for unusable production 
and poor quality of the usable production 
would eliminate a substantial slice of the 
computed increase. Part of the increase 
represented the income from activities 
previously performed at home. Another 
part came from the underestimate of the 
output of the small-scale industry in 
1928. A recalculation, with the 1913 
price as the base, would dispose of almost 
20 per cent of the remaining increase in 
national income. It was shown that the 
farm-to-town movement and population 
growth necessitated an increase in na- 
tional income by about 45 per cent to 
maintain the former living standards of 
both rural and urban populations—this 


percentage partly consisting of the al- 
ready considered services transferred 
from home to industry. 

The remaining increase in national in- 
come from 1928 to 1938—on a per capita 
basis for both the rural and urban popv- 
lation; under the assumption of a normal 
quality of goods; with the effect of com- 
pulsory commercialization and the ac- 
tivities transferred from homes elimi- 
nated; and in terms of 1913 prices—may 
still have been considerable. The rigid 
practice of compulsory saving, which was 
one of the basic features of the five-year 
plans, may have produced substantial re- 
sults in spite of the presence of many ad- 
verse factors. Whatever this increase 
was, however, it was within reason. 

Miracles are man-made. The more 
than fourfold increase officially claimed 
for Soviet national income in ten years is 
no exception. 


Wasaincton, D.C. 
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WORKER RESPONSE AND SOCIAL BACKGROUND 


MELVILLE DALTON 


periodically disturbed by industrial 

conflict, worker behavior in the pro- 
duction process—under the stimulus of 
wage incentives—becomes increasingly 
worthy of study. Forty years ago Max 
Weber’ observed that the “total feeling” 
of workers affects their production. This 
idea is related to the hypothesis of the 
present paper: that the different experi- 
ences of workers are reflected in their 
productive efforts. Here the writer 
wishes merely to report briefly the pro- 
ductive behavior and characteristics of a 
small group in one shop.? 

During the recent war he was em- 
ployed in a large manufacturing plant in 
the Middle West as one of a group help- 
ing to apply a wage-incentive system. 
Because of the disparities of production 
under the incentive plan a study—ilimit- 
ed to machinists of the plant—was initi- 
ated. The sample was conditioned by the 
requirement that each worker included 
have the skill to produce and the social 
incentive to respond. To assure adequate 
skill, only machinists having had at 
least seven years’ experience’ with the 
type of machine or operation of their 
current employment were chosen. To 


[' A society living by industry but 


*“Zur psychophysik der industriellen Arbeit,” 
Gesammelte Aufsdtze sur Sociologie und Socialpolitik 
(Tubingen: J. C. B. Mohr, 1924). For related com- 
ment see also R. B. Hersey, Workers’ Emotions in 
Shop and Home (Philadelphia: University of 
Pennsylvania Press, 1932). 


*I am indebted to Dr. Everett Cherrington 
Hughes, of the department of sociology, University 
of Chicago, for helpful comments on American 
ethnic groups. 


Five years’ experience at the outset of the study 
and another two years during the war. 


provide the social spur, records were 
taken only during an interval—from 
January 1, 1942, to January 1, 1945—in 
which, as our war effort was at its height, 
all workers were subject to every pos- 
sible pressure to produce. Production 
data for a minimum of eighty continuous 
weeks were collected for each individual. 
About eighty-two of over three hundred 
men met the conditions.‘ 


Individual production, measured in 
percentage,’ is here spoken of as “per- 
formance.” Participant observation sup- 
plied the data for a schedule of social 
characteristics covering nineteen items, 
of which only age, educational level, 
political belief, newspaper preference, 
membership in social organizations, na- 
tivity, car ownership, and home tenure 
will be discussed quantitatively. 


Production was related to character- 
istics by comparing the traits of those 
who fell above or below certain perform- 
ance levels considered by the workers as 
“a day’s work” or as “high” or “too 
high.” Among the machinists, perform- 
ance near 100 per cent was in most cases 
considered as “a good honest day’s 
work.” More than that was regarded as 
production due in one way or another to 
the incentive. Because of this attitude 
concerning a day’s work, those machin- 
ists performing 100 per cent or more 
were considered to be producing above 


4 Defects in the data caused the actual number to 
vary from 78 to 84. 


5 Methodological details may be found in the 
writer’s unpublished M.A. thesis, “Wage Incentive 
and Social Behavior” (department of sociology, Uni- 
versity of Chicago, 1946). 
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“normal”;* those performing below 100 
per cent were classified as normal or be- 
low, with little interest in “working 
harder” merely to increase their pay. 


FINDINGS 
EDUCATIONAL LEVEL 


Of 40 machinists in the sample having 
more than eighth-grade schooling, 27 
produced at 100 per cent or more as com- 
pared with 14 of 40 who never reached 
high school. This difference (67.5—35.0) 
resulted in a critical ratio’ of 2.9. 

When the two groups were divided 
simply on this educational basis and the 
mean performance was determined for 
all members in each group, the differ- 
ence (116.0-93.0) became more signifi- 
cant, and gave a critical ratio of 3.5. 

Education as a factor here may be in- 
dicative of several things. Those workers 
having a year or so of high school® may 
have imbibed some algebra and geome- 
try, which are important in many shop 
calculations. Not only is a machinist 


*Uncontrollable variables make this typology 
an oversimplification. 


7 Expressed as C.R. and sometimes called the 
t-test, the critical ratio may be defined as the ratio of 
a statistic to its standard error. It is the difference 
between two comparable statistics divided by the 
standard error of that difference. Critical ratios are 
used here as an indication of “statistical signifi- 
cance” between proportions of workers performing 
above or below certain levels, or between the mean 
performances of groups of workers. A C.R. of 2.6 or 
higher means that the observed difference, in a 
normal! distribution, could have resulted from chance 
not oftener than ten times in a thousand. It does 
not mean, of course, that the difference must be due 
to what the investigator believes it to be. It may 
be due to some factor not considered. 

Differences between proportions used here are 
calculated by Formula 143 on p. 266 of T. C. Mc- 
Cormick, Elementary Social Statistics (New York: 
McGraw-Hill Book Co., Inc., 1941). Differences be- 
tween means are arrived at by use of Formula 137, 
p. 260 of the same work. 


* The median years of school attendance for those 
performing over 100 per cent is ten, as against eight 
for those under 100 per cent. 
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slowed up because of difficulties with 
simple mathematics in figuring his 
tapers and settings’ but he may also be 
ashamed of his deficient schooling and 
may suffer from lack of confidence in 
comparing himself with other workers. 
Such feelings might easily check his best 
efforts, result in his withdrawal from a 
painful situation, and lower his produc- 
tion." 


POLITICAL BELIEF VERSUS PERFORMANCE 


When production was compared with 
political belief (120 per cent perform- 
ance was used as a minimum level for 
“high” output) 15 of the 27 Republicans 
produced beyond 120 per cent as com- 
pared with 13 of 55 Democrats. The dif- 
ference here (55.9-23.6) gives a critical 
ratio of 2.9. 

When the universe was divided into 
Republicans and Democrats, the mean 
production of the former was 123.3 per 
cent, of the latter 95.8 per cent, which 
resulted in a critical ratio of 4.0. 

Two demagogic interpretations of 
these data are possible, depending upon 
the point of view: either that Democrats 
are lazy and Republicans industrious or 
that the latter are grasping and the 


9In spite of the fact that all machinists possess 
shop handbooks, or have access to them, not all 
answers are to be found there. And often such books 
assume more mathematical skill than the user 
possesses. 


© This, of course, ignores completely the addi- 
tional complicating factor of his attitudes about the 
importance of his job. 

™ Individual political beliefs were determined not 
by direct questioning but from two years of daily 
interaction with the men. In the course of conversa- 
tion, from gossip, or from listening to arguments, the 
political colors of everyone became evident and were 
noted repeatedly. 

A “Democrat” is one defending the party and 
supporting Roosevelt and the New Deal. “Republi- 
cans” are those who praise the Hoover Administra- 
tion and speak favorably of Coolidge and Harding, 
while attacking the New Deal and “governmental 
regulation.” 
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former above such materialism. Actually 
the explanation probably lies in the fact 
that most of the Republicans had a 
laissez faire orientation” and a bent to- 
ward greater expression of individualism; 
while most of the Democrats believed 
that the individual, in his productive be- 
havior, should be more subject to group 
control."? In the shop it was the Republi- 
cans, for the most part, who chafed at at- 
tempts by the group to keep production 
at a point regarded as “safe” or “reason- 
able,”"4 in view of group attitudes toward 
management. However, with regard to 
restriction of production, the distinction 
between Republicans and Democrats 
was one of degree, not of kind. 

These respective political bents and 
related behaviors closely resemble the 
ideologies advanced by party leaders in 
the national political struggle. There it is 
the Republicans, in the main, who now 
speak of “state rights’ and the “tyran- 
ny of governmental regulation,” while 


™ What I regarded as a significant discovery may 
be a commonplace to many workers. Coming up to 
a machinist (a Democrat) whom I knew very well, 
and who was working hard, I remarked jokingly, 
“Jim, you’re working like a Republican.” He looked 
up quickly and answered, “Oh, you noticed that 
too, eh? The Republicans around here work just 
like they did over in the plant, where I 
worked ten years ago. We had a bonus system over 
there, and some of the Republicans worked like they 
owned the place. We used to meet a new guy and 
try to find out his politics. Nine times out of ten if 
you knowed that you could tell whether he’d play 
ball or try to show somebody up.” 


% The plant is unionized and has the check-off 
system of dues collection. 


“All workers (Democrats and Republicans 
alike) in the present situation, however, had a 
point in production beyond which they “feared” 
to go. This point in some cases was far beyond 
that approved by most of the group. These extremes 
and the resulting group behavior are discussed in the 
writer’s master’s thesis, cited above. 


In the South there are, of course, Democrats 
with the same cry and with a similar philosophy. 
Their lament is usually much feebler, however, when 
their party is a minority in Congress. 
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many Democrats insist, that more “‘regu- 
lation” is needed. 


POLITICAL BELIEF AND EDUCATIONAL LEVEL 


When politics and education were 
compared, Republicans tended to have 
more schooling. Fifteen of 26 Republi- 
cans went beyond the eighth grade, as 
compared with 24 of 54 Democrats. 
These differences (57.8-44.5) show a 
critical ratio of only 1.1. The median 
level for the Republicans, however, was 
nine years, as compared with eight for 
the Democrats. 

When the father’s occupation was ex- 
amined, the Republicans appeared to 
have come from a higher socioeconomic 
level than the Democrats. The latter 
were sons of laborers or - nonskilled 
workers more often than the Republi- 
cans who, in most cases, were sons of 
skilled workers, large farm owners, or 
supervisors. Differences in ownership of 
property will be discussed later. 


NEWSPAPER PREFERENCE AND PRODUCTION 


While newspapers are read for many 
reasons other than the contents of their 
editorial page or their stated political 
views, it is interesting to compare choice 
of newspaper with work performance. 
Thirty of the 82 machinists preferred 
either the Chicago Tribune or the Herald- 
American.” Of these 30, 18 had a per- 
formance in excess of 100 per cent. Of 


In the Chicago area the social and political 
views of these two newspapers are thought by many 
industrial workers to be similar to each other but 
almost opposite to that of two other papers—the 
Chicago Sun and the Chicago Times. In the shop 
there were two views of these four papers. One group 
regarded the Tribune and the Herald-American as 
“reactionary” and representative of “selfish” inter- 
ests, while they spoke of the Sun and the Times as 
“progressive” and “for the workingman.” The 
other group considered the Sun and Times as “full of 
communistic baloney,” but regarded the Tribune 
and Herald-American as “giving everybody the 
same chance” and standing for “common sense and 
100 per cent Americanism.” 
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52 machinists who did not read these 
papers or expressed a dislike of them but 
who read instead the Sun or the Times 
or no paper at all,"? 18 performed at 100 
per cent or more. These proportions 
(60.0-35.0) result in a critical ratio of 2.2. 


NEWSPAPER AND POLITICAL BELIEF 


When the group was examined to de~ 
termine the relation between political be- 
lief and preference for the Tribune and 
the Herald-A merican, it was found that 
18 of 25 Republicans (and 13 of 53 Demo- 
crats) preferred one of these papers, with 
a critical ratio of 4.0. These data indicate 
that Republicans identified their inter- 
ests with those of higher socioeconomic 
groups." And herein lies a partial expla- 
nation of their greater drive under in- 
centive. Either coming from, or aspiring 
to reach, higher levels of society, they 
had an urge to live in a more luxurious 
manner and to move in circles not 
entered by most of the work group, 
which supplied a stimulus to acquire 
higher income as an aid to rising. This 
does not mean that Democrats among 
the machinists were entirely content 
with their lot but that the Republicans, 
in most cases, appeared to be less con- 


7 Four of the 82 men gave no preference or 
stated that they read all papers in order to “get all 
sides of questions.’”” Though some of the machinists 
read the comics or sports sections of papers they had 
not listed as preferences, other workers expressed 
strong dislikes such as, “I wouldn’t touch that damn 
paper if it was the only one printed. So-and-so [the 
editor or publisher] is rotten to the core!” 


This assumes that the higher socioeconomic 
levels are usually Republican in politics and that the 
Tribune and the Herald-A merican (as the Democrats 
among the machinists feel) were unfriendly toward 
the New Deal. It is further assumed that the politics 
of individual machinists were not known to plant 
foremen and that there was no connection between a 
supervision usually believed to be Republican and 
the fact that production records of the Republican 
machinists were usually higher. Careful observation 
indicated that machinists were not rewarded by 
“good jobs” for professing certain political views. 
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tent. Interviews show this. Joe Busch 
(162 per cent performance), a middle- 
aged Republican, answered the question, 
“What do you want out of life?” in this 
way: 

I don’t want a lot of money. I just want a 
nice living. I want to send my two boys and girl 
to college. 

My oldest girl married as soon as she left high 
school—but she married a go-getter, a real 
hustler. He’s here in the plant now. His dad isa 
boss and they’re both Masons. And between 
you and I, that helps. He’ll get a good job out of 
it. I’ve told him that a factory is a hell of a 
place to work. I don’t want my boys in here. 
But if you get up where you can hand the orders 
down, it’s all right. It’s hell when somebody’s 
breathing them down your neck. You'll never 
get ahead in a spot like that. 

You need more money than just what’s 
needed to live on. You’ve always got to have 
money saved for taxes, and you’ve got to save 
for times when work will be slack. All my life 
I’ve saw layoffs and reduced time. You never 
know when it’s coming, but you know it will 
come. And when it does come you’ve got to be 
ready for it. The only way to be ready is to save. 
That’s why I work like hell. If I wasn’t making 
this bonus, I couldn’t lay anything by. Most of 
the boys raise hell because I work so hard. 
Hell! If I get laid off or start working two days 
a week, they won’t help me out. Ain’t that 
right? 


Jim Addison (performance of 81 per 
cent) is a veteran, just married, and a 
Democrat. To the same question, he 
answered: 


I'd like to have a good home and a good 
family. I’d like to be able to take a two-week 
trip around some part of the country every year. 
I wouldn’t want to run around with ritzy 
people because I don’t like social functions. 
You’ve got to sit around and chew the fat too 
much. You wouldn’t be free to come and go 
when you wanted to. I would like to live in a 
little better neighborhood than I do now—it’s 
not safe to go out at night. But I wouldn’t want 
to live among the swells. 

Right now I could use a little more income, 
but I don’t like making it under an incentive 
system. They’re a bad thing for men. There’s 
always fighting and injustice. I don’t think they 
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could make a system that'd be fair and please 
everybody. Bill over there says a group system 
would do it. It would help some guys, but the 
smart, fast guys’d be sore and lay down on the 
job. They wouldn’t want to put out a lot and 
share it with the guys who couldn’t. Then 
there’s the lazy guys—always trying to pull a 
fast one and get something for nothing. No- 
body’d want to share with them. 


Alfons Schmidt is thirty-eight and a 
Republican. He suffers from stomach 
ulcers and performs at 138 per cent. His 
answer: 

What do I want out of life? Money! If you 
have money you can do anything. You'll have 
friends and you can go any place. You'll be wel- 
come everywhere. Without money you can do 
nothing. Here in the United States everybody 
lives for money. Everybody keeps his income 
secret but tries to find out how much the other 
fellow’s making. 

People give the Jews hell, but like the Bible 
says, God’s on their side. He gave them brains 
and a start in the direction of money. They’re 
smart and never think of anything else. 

I like money! If I want to take my family out 
on Sunday for a couple of meals in a fine 
restaurant and go to a good show afterward, 
why I do it. That’s what I call living! To really 
live you should be able to spend money without 
worrying whether you’re going to run out. 


Pete Wilkerson (118 per cent) is fifty- 
one, a Democrat, and a Catholic. He 
said: 

I’ve got all I want out of life—a good family. 
I’m happy. I don’t need anything much outside 
of my family. I used to think I missed something 
not going to college. But my boy just finished 
college. He’s changed my mind. He’s not 
happy. He’s restless. Thinks you’ve got to be 
running around putting your finger in this and 
that to be happy. He seems to be afraid some- 
body’s going to get something he can’t or do 
something he can’t. To my way of thinking that 
ain’t happiness. 

I think the only happiness is found in a 
small town. Everybody knows everybody else. 
Sometimes [chuckling] they know more about 
you than you know yourself. But on the whole 
they can count on each other in a pinch. There’s 
not so much struggle and bad feeling as in the 
big cities. Selfishness is what kills people and 
ruins their lives. 
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SOCIAL ACTIVITY AND PERFORMANCE 


Division of the sample on the basis of 
membership or nonmembership in clubs, 
lodges, societies, and associations’ dis- 
closed a tendency for a larger percentage 
of the less responsive to belong to such 
organizations. Twenty of the 35 non- 
members produced at 100 per cent or 
more, as compared with 20 of the 47 be- 
longing to organizations.*® The implica- 
tions of social participation in this con- 
nection are simple. In one way or another 
all the machinists could be considered as 
living near the lower economic levels of 
society. Some of them are clearly seeking 
to rise and are using income for that end. 
Repeatedly one hears: “I'd like to quit 
this job and go into business for myself. 
You never get any place working for 
somebody else.’’ These latter feel that 
they cannot have much social life and 
save money at the same time. Also the 
costs in energy to get high pay under 
incentive are great enough to make stay- 
at-homes of the “hard” workers. Abun- 
dant interview data support this inter- 
pretation.” 


PRODUCTION OF AMERICAN-BORN 
VERSUS FOREIGN-BORN 


Twenty-seven machinists of the 
sample were born outside the United 
States, principally in central and south- 
ern Europe.” They had a group mean 
performance of go.6 per cent, as against 
a mean of 108.7 per cent for 56 American- 
born machinists, giving a critical ratio of 
3-5; 

7 This does not include trade-unions or benefit 
societies. 

2° Critical ratio of 1.3. 

# A later paper will indicate more fully the sig- 
nificance of social activity among workers of both 
extremes of response to incentive. 


In terms of geography the sample was rep- 
resentative of a considerable area. The machinists 
came from fifteen of the United States and from 
thirteen countries of the Old World. 
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This difference is apparently due more 
to different goals, calling for unequal 
levels of effort, than to unlike shop ex- 
periences or to discrimination in the flow 
of better-paying jobs. In years as 
machinists, the immigrants averaged 
24.8 as against 22.8 for 56 native 
workers.”3 The former** were so situated 
that two of their number had put them- 
selves just below the highest producers. 
There was a measure of discrimination 
in the placement of jobs in the shop but 
no evidence that the foreign-born suf- 
fered from it more than others. Two im- 
migrant foremen may have influenced 
this condition. 

The immigrant is apparently con- 
cerned more with anchoring himself*’ in 
his new environment than with consump- 
tion of the luxury items that attract the 
native machinists. With the foreign- 
born, security investment is a much 
more important driving-force than the 
emulation investment of the American- 


born. And, when the two drives are com- 
pared, the latter, as Veblen has so well 
shown,” may be the more compelling. 
This was apparent in the shop. Where 
the American-born will have pop, candy, 


23 The mean age for the sample was forty-eight 
years, with ages ranging from thirty to sixty-eight. 

** There may be complex geographical, ethnic, 
and religious factors involved in the persistent ef- 
forts of some workers. Those from Lithuania, 
northern Germany, Sweden, Poland, and Scotland 
appeared to stay closer to their jobs and to work 
“harder” than machinists from Italy, Spain, and 
Rumania. (This is not to agree with Madison 
Grant!) While supported by records, the difference 
conceivably could be due to invisible discrimination. 


#8 His attitude toward his work is often different. 
Several of the immigrants were craftsmen or sons of 
craftsmen, and thus had a sense of workmanship 
rare in the American-born. Some of the foreign- 
born never compromise their love of finely finished 
work to increase their bonus, even though such 
finish is uncalled for. 


* Thorstein Veblen, The Theory of the Leisure 
Class (New York: Random House [“Modern Li- 
brary”), 1934). 
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and fancy lunches at every turn the year 
around and would feel shame before the 
work group without them, the foreign- 
born worker will contentedly eat his 
liver sausage. He will also wear his old 
clothes*’ into the plant and in some cases 
does not even change them, while the 
American “dresses up” for his entrance 
and exit. Behavior outside the plant fol- 
lows similar directions. 


CAR AND HOME OWNERSHIP 


Though many of the native-born do 
not own homes, they drive to and from 
work in the newest and most expensive 
cars they can afford. In the sample, 49 of 
56 native machinists owned cars as com- 
pared with 16 of 27 immigrants (critical 
ration 2.9). On the large parking lots of 
the plant, there is opportunity for dis- 
play and comparison. Here at the turn’s 
end it is the foreign-born who, in most 
cases, enter the “jalopies.”” Upon arriving 
home the native machinist often leaves 
his car parked overnight in front of his 
habitat, either because he so prefers or 
because he is financially unable to rent a 
garage. In homes that were visited those 
immigrants who owned cars and lacked 
a garage rented one. 

Though less sharp, this condition is 
reversed on the item of home tenure. 
Here 22 of the 27 foreign-born owned 
their homes as compared with 37 of 55 
American-born.” And when the latter 
were examined separately, it was found 
that 17 of 19 Republicans were home 
owners as compared with 23 of 36 Demo- 
crats.” Though Republicans in the 
sample were home owning to a slightly 
greater degree than the immigrants, the 
latter tended to own more real estate. 

27Two German-born machinists are striking 
exceptions. 

28 Critical ratio 1.4. 


29 Critical ratio 2.0. 





WORKER RESPONSE AND SOCIAL BACKGROUND 


One of the foreign-born had two flat 
buildings in addition to owning his home. 
Another owned two pieces of property. 
None of the American-born owned more 
than one piece of real estate, although 
three of them each owned two cars. 

Thus there is a pattern of security 
which the foreign-born follows. He 
wants, first, to own the roof over his head 
and, then, if possible, to have some 
rentals coming in. How he dresses is 
secondary. He wants solid, not fancy, 
foods. And his car, if he feels the need of 
one, is for service not show. 

The foreign-born also show more class 
feeling. They are more conscious of being 
manipulated by the employer, which 
may very well affect their efforts. Steve 
Horvatch, a Hungarian, makes game of 
the incentive. He lies in wait for the 
better-paying jobs and goes into reverse 
on the others. He feels that: 

Incentive system all right for some, but no 
good for most. Always in end it drive you down 
to slave. You work like hell, just make out on 
most jobs. What you get on one you lose on 
next. Some guys get good jobs. If you have 
ring [Mason] you sure get good jobs. 

I know when you tell me time if I make it. 
I know it not your fault if job no pay. You only 
use what damn engineers give you. If I suffer 
lot—I no care. But my family—even if I no sick, 
I get sick when they suffer or not happy. 

You know, I tink you bonus men just like 
guy who fishes, an’ we de fish—we always be 
fishes. You work on big farm of boss an’ go 
ketch fish for him, but you no bad guy. I gonna 
get bait off hook but no get hooked. 


Nick Novakovich is a Serbian. Though 
a skilled machinist, he rarely shows any 
interest in the incentive. He says: 


Working under an incentive system is losing 
your freedom and killing yourself. It’s still a 
slave system. They just use the dollar instead of 
the whip. 

I want to live without worry. I want to make 
enough money so I can live easy without worry- 
ing. I don’t want to be one of the high muckety- 
mucks. I don’t think any workingman does. All 
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they want is to live without worry. They want 
to live ahead some. They don’t want to be two 
or three years in the hole all the time. If it costs 
$60 a week to live and you only get $35, you 
worry. If you have kids and a family, you want 
to be able to have a doctor if they got sick. You 
don’t want them to die when they could be 
saved. Half the people in hospitals are there not 
because they’re sick but because they’re worried 
to death. Hell, I don’t want to always be feeling 
that I’m behind, that I’m in the hole and that 
I'll never get out. It’s a damn dirty set-up that 
makes life like that! And you can bet your life 
that it won’t always be that way! 


Possibly religion is another factor in 
the diverse productive rates of Ameri- 
can- and foreign-born. Though more re- 
search is needed for proof, the fact that 
most of the foreign-born (as well as sev- 
eral native Democrats) were Roman 
Catholics may have had significance 
with respect to extreme response under 
incentive. 

The work group considered all pro- 
duction over 150 per cent as “too high.” 
The few workers who went over that 
level defied the group and were punished 
by social ostracism. All the machinists 
exceeding this limit were active or 
nominal Protestants. The experience of 
Catholics in the church may partially ex- 
plain why they stay under the “ceiling”’ 
and why the foreign-born do not have a 
higher level of performance.*° 

Reared under the authority of the 
church, they have learned that individu- 
alistic burgeonings are nipped in the bud. 
From birth to death Catholics engage in 
group life. They are chastened by the 
confessional process and molded to con- 
formity by interaction in the annual 
round of feasts and masses. Despite the 
inroads of secularism and the growing 

3°*A dozen or so high-performing Protestants 
were responsible for the production level of the 
American-born as a group. The reader will at once 
recall Max Weber’s Protestant Ethic and the Spirit 
of Capitalism. This group of “rate-busting” Protes- 
tants will be discussed in a separate article. 
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tolerance in church officials, the rules and 
controls coming down from a vast hier- 
archy, and strengthened by tradition, 
still make for common thought and a 
minimum of individualism among the 
faithful. In the shop such a background 
fits the group aim to hold production at a 
given level as a reaction to the employer 
and would scarcely be part of a man who 
chooses his own rate of output in defi- 
ance of group authority. Rather, the 
Catholic is one who hits it off with the 
group. He knows how to “play ball.” 

Though this is dangerous simplifica- 
tion, the native Republicans, apparently 
because of complex factors in their reli- 
gious, family, and educational** back- 
grounds—adding up to middle-class 
tastes—have both security” and emu- 
lative goals, with security at a lower 
level than among the immigrants. They 
are home owners and are interested in 
“getting somewhere’’—as shown by their 
talk—and in their material front of food, 


3* When the sample was split into Republicans 
and Democrats, the median years of schooling for 
the former were nine, as against eight for the latter. 
For a division into American- and foreign-born, the 
latter was eight years, as compared with nine for the 
American-born. This suggests that the native Re- 
publicans had the most formal education as a group. 
Two of them had two years of college engineering, 
while another, a Scotsman, who must fall in the 
foreign-born group, was the only one of that cate- 
gory who had gone beyond high school. He was the 
son of a sanitary engineer and attended the Uni- 
versity of Edinburgh two years. None of the Demo- 
crats had had any college training. 


3% One might raise the question of age and secu- 
rity fears as an explanation of higher performances 
among the Republicans. When the sample was split 
into the two political parties, one might argue 
that the fears of age were a factor: median age for 
Republicans was fifty-two as against forty-eight for 
the Democrats. But the argument would not ex- 
plain the performance of immigrant versus Ameri- 
can (if a difference of four years is significant), for 
the latter had a median age of forty-eight, against 
fifty-two for the foreign-born. Dependency also was 
apparently not a factor. Wives excluded, the Re- 
publicans averaged 1.15 dependents each, as against 
1.10 for the Democrats. 
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dress, and type and condition of car 
owned. 

Having received less momentum from 
family and school, the native Democrats 
make security a secondary goal and focus 
their efforts on achieving the material 
facade. Their mean performance of 101 
per cent lay between the g1 per cent of 
the immigrants and the 120 per cent of 
the native Republicans. 

Statistical analysis in the present case 
has faults as well as merits. This is es- 
pecially true when such categories as 
Republican, Democrat, foreign-born, and 
native-born are related to performance 
figures which, in turn, were subject to 
several uncontrollable forces. To this 
must be added the weakness of a small 
sample. These facts might throw doubt 
on some of the conclusions—for example, 
the distinction between Republican and 
Democrat. 

Data thus far presented show a sample 
of 84 men, of which 57 were Democrats 
with an average performance of 96 per 
cent and 27 were Republicans working at 
123 per cent. Split as immigrant versus 
native, the sample had 56 Americans 
with a mean of 109 per cent, against 28 
immigrants doing 91 per cent. This may 
suggest that the difference was really 
between foreign-born and native-born 
and that political sentiments were ir- 
relevant. 

Light is added if the sample is ex- 
amined both as immigrant Republicans 
and Democrats, and as American Re- 
publicans and Democrats. At first rather 
startling is the fact that the immigrants 
included 6 Republicans who had a mean 
performance of 130 per cent, as compared 
with 120 per cent for 21 native Republi- 
cans. Twenty-two foreign-born Demo- 
crats had a mean of 81 per cent, against 
ror per cent for 36 native Democrats. 
Viewed thus, the data show that among 
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both immigrant and native, the Republi- 
cans had a higher performance than the 
Democrats. On the other hand, the 
American Democrats, influenced by their 
culture, had a higher performance than 
the immigrant Democrats, who came 
largely from central and southern 
Europe. 

This suggests that followers of the 
laissez faire philosophy behave similarly 
whether foreign-born or American. It is 
noteworthy that the Republican immi- 
grants, save one Pole, came from Prot- 
estant and industrialized northern Eu- 
rope—Sweden, Scotland, and Germany. 

Use of these categories undeniably ob- 
scures certain facts. For instance, the 
highest performance among over three 
hundred machinists was 196 per cent, by 
a native regional Democrat. His philoso- 
phy was as individualistic as that of any 
of the Republicans, but he voted with the 
South, where he was reared. Addition of 
his performance to the native Republi- 
can column would raise that mean to 124 
per cent and lower that of the native 
Democrats to 98 per cent. On the other 
hand, if the 194 per cent performance of 
Jock Keith, a Republican Scotsman, 
were removed, the average of the immi- 
grant Republicans would fall to 113 per 
cent but would still be well above the 
mean of native Democrats. And even if 
these extreme cases did not exist, the 
differences among the various political- 
ethnic categories would still be signifi- 
cant in terms of probability. 

In summary, we may say that there 
was a statistically significant difference 
between the performances of native-born 
and immigrant (C.R. 3.5), between na- 
tive and immigrant Democrats (C.R. 
3-7), between immigrant Republicans 
and Democrats (C.R. 3.3), between 
American-born Republicans and Demo- 
crats (C.R. 2.7), but not between Ameri- 


can and immigrant Republicans (C.R. 
0.7). This points toward real differences 
between the responses of American and 
immigrant machinists as well as between 
Republicans and Democrats in both 
groups. 

It must be remembered, however, that 
the statistical approach used here is 
based on the theory of probability, which 
assumes a normal distribution and a 
random sample. Owing to practical diffi- 
culties there is no way of proving that 
either of these conditions was met. 
Therefore conclusions based on tests of 
significance must be viewed in the light 
of these facts. While many factors in the 
study have been examined separately, 
they should be considered together when 
conclusions are being drawn. No one of 
them should be emphasized to the ex- 
clusion of others. 


CONCLUSIONS 


On the evidence of a small sample in 
one shop, the social characteristics of 
machinists responsive to, and of those 
relatively indifferent to, a wage-incentive 
system under which they work, appear at 
several points to be nearly opposite to 
each other. 

Those of greatest response (1) stand 
at a higher educational level than others, 
(2) are more likely to be home owners as 
compared with renters among the less 
responsive, (3) come in most cases from 
families with greater economic resources 
and higher occupational skills and are 
themselves upwardly mobile (workers of 
the other category showing less inter- 
est in rising and having received little 
material or traditional impetus from 
their families), (4) prefer laissez faire 
doctrines as against empirical collec- 
tivism of the other group, and (5) be- 
have individualistically toward the work 
group and tend to participate little in 
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community life as measured by mem- 
bership in social organizations (as op- 
posed to the social behavior of less-re- 
sponsive workers). 

When the productive behaviors of 
American- and foreign-born are com- 
pared, the latter show less response. 
This is due, among other reasons, to 
their having a different goal—one of 
security. This goal is reached with less 
effort than the American goal, which is 
largely one of material ostentation. 
Once attained, the immigrant goal is 
also more enduring and does not call 
for the endless care required by that of 
the American, who consumes with an 
eye to exhibition not to utility and is 
thus forced constantly to rebuild his 
parade of luxury items as ordered by a 
changing fashion and by rivalry with 
his neighbors. 

In the shop another difference stands 
out: The immigrant often reacts to his 
job as a craftsman would. This in- 
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evitably makes his output less than that 
of men who feel no sentiment about the 
appearance of their work but drive in- 
stead toward a goal of so many pieces. 

The foreign-born show these differ- 
ences by their (1) greater ownership of 
real estate as an investment; (2) com- 
parative satisfaction with poorly con- 
ditioned cars, or none at all, and by 
their treatment of the car as a tool of 
service rather than as an object of dis- 
play; (3) eating of foods considered to 
be of low status by others of the group; 
(4) relative indifference to style and 
condition of dress; (5) love of finely 
finished work. 

Wider research will probably show 
that the religious experiences and class 
feeling of European immigrants are 
also factors in their responses to money 
incentives in our competitive and high- 
ly industrialized society. 


Cuicaco, ILLINOIS 

















THE POSITION OF THE TREASURY BILL IN THE PUBLIC DEBT 






EDWARD C. SIMMONS 


Treasury bill has now been in 
T= in the United States for almost 
two decades. As a result of the war, 
its volume has been enormously in- 
creased both in dollar amount and in 
proportion to the aggregate public debt. 
On December 31, 1946, the volume of 
Treasury bills outstanding was $17 bil- 
lion, representing approximately 10 per 
cent of marketable public debt issues. 
The bill is peculiarly important, since it 
is the most liquid of liquid assets other 
than money and is intimately connected 
with the monetary mechanism of the 
United States. Its monetary significance 
is apparent from its having frequently 
stood at a premium to money in the pe- 
riod immediately prior to the war. The 
place which it is to occupy in the public 
debt during the future must be consid- 
ered against the background of general 
problems of monetary and fiscal manage- 
ment. 

Ninety-day Treasury bills were intro- 
duced in the latter years of Secretary of 
the Treasury Mellon’s tenure of office, 
the first issue being dated December 17, 
1929.' Such instruments had long been 
used in Great Britain, and there can be 
no doubt that the American practice was 
based largely on British experience, al- 
though certain significant differences 


* Annual Report of the Secretary of the Treasury 
on the State of the Finances for the Fiscal Year Ended 
June 30, 1930, pp. 14-15. Legislative authoriza- 
tion was contained in Public Law 11 (71st Cong.), 
of June 17, 1929. Treasury Circular No. 418, issued 
in 1929 and amended from time to time, governs 
the terms of issue and retirement. Subsequent 
references to the Annual Reports of the Secretary 
of the Treasury will be abbreviated, e.g., “T.A. 
(1929).” Similarly, references to the Annual Reports 
of the Board of Governors of the Federal Reserve 
System will be abbreviated, e.g., “F.R.A (1940).” 
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may be noted.? The principal difference 
is that, in the United States, the Treas- 
ury bill has been issued only on a tender 
basis through the money market, where- 
as in Great Britain both tender and tap 
issues customarily have been employed. 
In the United States the bill is purely a 
money-market security.’ 

In 1929, Secretary Mellon explained 
that this new type of government se- 
curity had certain features not possessed 
by other existing types. Being a discount 
instrument, the bill could be sold on a 
tender-of-bids basis, so that the cost of 
borrowing might frequently be reduced.‘ 
Second, issues of Treasury bills may be 


? For an account of British practice see F. W. 
Paish, “Twenty Years of the Foating Debt,” 
Economica, VI (new ser., 1939), 243-69. See also 
U. K. Hicks, The Finance of the British Government 
(Oxford: Oxford University Press, 1938), pp. 319-34. 
The observation might be made that both the bank- 
ers’ acceptance and the Treasury bill represent 
attempts to pattern American money-market 
operation after London practice, with the result 
that technical form of instruments has been re- 
tained but actual practice has differed markedly 
from the prototype. 

3 A parallel to the British tap issue is provided 
by various special issues of Treasury certificates of 
indebtedness to government agencies and trust 
funds. The special issues, however, do not appear 
in the money market whereas, in Great Britain, 
Treasury bills sold by the tap technique may do 
so through liquidation of portfolios by govern- 
ment departments. The bill holdings of the British 
Exchange Equalization Account, for example, were 
normally obtained on tap and were sold to the 
money market in the course of operations (see 
N. F. Hall, The Exchange Equalization Account 
{[London: Macmillan & Co., Ltd., 1935], pp. 24-32). 

4 The Treasury certificate of indebtedness, previ- 
ously relied upon for securing short-term funds, 
carried a coupon rate and was sold at a stated price. 
Thus, in pricing the issue the Treasury could not 
shade the price to the exact position of the money 
market and, moreover, might, by an error in judg- 
ment, set the rate higher or lower than appropriate. 
There would seem to be no barrier to the sale of 
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timed to coincide with the Treasury’s 
need for funds and with a view to the 
position of the money market rather 
than being sold at the beginning of a 
quarter, as was customarily the case with 
certificates of indebtedness. Third, ma- 
turity dates may be scheduled with re- 
gard for tax dates so that at such times 
the otherwise disturbing effects on the 
money market of large Treasury receipts 
may be greatly reduced. In the main, 
the Treasury bill was proposed in terms 
of its superiority over the certificate of 
indebtedness, although the latter was 
continued in use. In Secretary Mellon’s 
opinion, the creation of the bill topped 
the structure of government securities 
and represented the last refinement in 
government borrowing.® Treasury cer- 
tificates of indebtedness were continued 
in use, but the Treasury bill was created 
in order to accomplish a purpose not 
within the capacity of the former.’ It will 
be recalled that the Treasury note had 
also been introduced under Secretary 
Mellon, with the explanation that a se- 
curity of maturity intermediate between 
bonds and certificates was required for 
efficient management of the public debt. 
Thus the view that the Treasury’s man- 
agement of the public debt is essentially 


government securities on a tender-of-bids basis. 
In fact, this method has occasionally been used. 
However, the Treasury normally sells interest- 
bearing securities at a stated price. 


$ Other equalizing measures, such as short-term 
borrowings at the Federal Reserve banks, may also 
be desirable; but the extent of such equalizing 
measures may, nonetheless, be reduced by properly 
spaced maturities of Treasury bills. Spacing became 
particularly important after 1935, for the Banking 
Act of 1935 prohibited direct borrowing from the 
Reserve banks by the Treasury. 


*See W. A. Brown, Jr., The New York Money 
Market (New York: Columbia University Press, 
1932), IV, Part II, 355. 


? For Secretary Mellon’s explanation see 7.A. 
(1930), pp. 18, 22-23; see also ibid. (1929), pp. 38- 
41, 273-80. 
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an investment bankers’ problem, involv- 
ing “business judgments,”’ is borne out.' 
According to Secretary Mellon, the 
Treasury should manage the public debt 
by providing various types of securities 
suited to the needs of various classes of 
lenders, thereby obtaining funds for 
needed periods at minimum cost. Evi- 
dence of the carry-over of this attitude 
into more recent episodes is not difficult 
to find. There is possibly some doubt as 
to whether or not this conception of pub- 
lic debt management is adequate. 
Shortly after the bill was introduced, 
the nation entered a period of deficit 
finance. Hence Treasury policy with re- 
spect to this instrument must be inter- 
preted in relation to that large condi- 
tioning factor. During 1930, outstanding 
Treasury bills amounted to approxi- 
mately $150 million, and they appear 
merely to have replaced a similar volume 
of certificates, for the short-term debt as 
a whole remained stable.? Beginning in 
1931, however, both bill and certificate 
issues were increased. Treasury bill issues 
were maintained at a level of about $500 
million after June, 1931, and certificates 
of the loan type were reintroduced.” 
The final period of the Hoover adminis- 
tration was marked by a sharp increase 
in the public debt. There had been one 
bond issue in 1931, Treasury notes had 
been increased sharply, and the short- 


8 See ibid. (1925), p. 42. Secretary Mellon was 
noted for the application of business methods to 
government finance (cf. Brown, op. cit., pp. 366-67). 


* Complete data of the composition of the public 
debt are readily available in the various issues of 
T.A. and are not reproduced in this paper, for the 
purposes of which a few selected figures will suffice 
to characterize the several periods. 


t° Two series of certificates of indebtedness had 
been utilized during World War I. One was 4 
tax-anticipation series and the other was a loan 
series. The latter was intended to be converted into 
longer-term securities at appropriate intervals. None 
of the latter type had been issued for some time prior 
to 1931. 
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term issues had increased roughly three- 
fold from the levels of early 1930. 

Under the new administration, net 
borrowing operations continued, Treas- 
ury note issues supplying the bulk of the 
funds until late in 1935, when bond 
financing began. Thereafter, the short- 
term debt actually declined as easy 
money-market conditions permitted not 
only the refinancing of Liberty Bond is- 
sues but also the conversion of the bulk 
of the short-term debt into bonded debt. 
Moreover, the short-term debt under- 
went a marked change with the com- 
plete elimination in 1934 of market issues 
of certificates of indebtedness. The 
Treasury bill thus became the sole form 
of marketable debt issue of short ma- 
turity. From a high point of approxi- 
mately $2.5 billion in 1935, the volume 
of bills outstanding was reduced to less 
than $1.5 billion in the late 1930’s. Thus, 
prior to the war, the Treasury did not 
apparently regard the Treasury bill pri- 
marily as a means of obtaining substan- 
tial amounts of funds at a low rate. 

The elimination of Treasury certifi- 
cates of indebtedness was a major action 
of the Treasury Department. In support- 
ing the action, the several advantages of 
Treasury bills over certificates of in- 
debtedness were cited: (1) bills are a dis- 
count rather than an interest-bearing in- 
strument; (2) bills may be sold whenever 
funds are needed rather than only at 
quarterly intervals; (3) the use of weekly 
issues permits funds to be obtained in 
favorable market situations; and (4) the 
use of bills makes possible flexibility in 
the scheduling of maturities so as to pre- 
vent strain in the money market at tax 
dates." Thus the general arguments were 
the same as those utilized by Secretary 
Mellon when the bill was introduced, al- 
though, in 1934, the bill was regarded as 
the only necessary type of short-term 


" T.A. (1940), pp. 58-59. 
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debt instrument rather than as a supple- 
ment to the certificate of indebtedness. 

With Treasury certificates out of the 
way, the bill ceased to be a three-month- 
maturity obligation, for the Treasury at 
once embarked on a policy of issuing 
long-dated Treasury bills. Beginning in 
February, 1934, series with maturities of 
182 days were announced. Then, begin- 
ning in February, 1935, issues were cus- 
tomarily for 273 days, except for certain 
series scheduled to mature at income-tax 
dates. In 1937, however, these longer- 
maturity issues were abandoned, and the 
three-month bill again became the stand- 
ard. The stiffening of money rates in 1937 
possibly led to the abandonment of the 
longer-term issues, although the very 
great ease in the money market in the 
late 1930’s did not lead to a return to the 
longer-term series. The episode of long- 
dated Treasury bills has never been ade- 
quately explained in official statements. 
It may represent nothing more than ex- 
perimentation on the part of the Treas- 
ury.” Basically, the ninety-day maturity 
arises from the quarterly payment of 
taxes, bills being used to anticipate the 
quarter’s receipts. Longer maturities sug- 
gest anticipation of future quarters’ re- 
ceipts. This, however, does not appear to 
have been the purpose of the longer- 
dated bills, for the aggregate amount of 
bills remained substantially unchanged. 

By the late 1930’s, the pattern of the 
debt had stabilized. Bond issues of 
varying maturities, a moderate volume 
of Treasury notes, and an almost con- 

™ The original legislative authorization for 
Treasury bills in 1929 specified maturities up to one 
year. Somewhat along the same lines of granting 
wide discretionary powers, authorization was given 
for issue of interest-bearing Treasury bills as well as 
discount bills, or a combination of interest and 
discount, in 1942 (7.A. [1943], p. 334). What was 
intended by this is not apparent. These large grants 
of administrative discretion may indicate no more 
than that the Congress has an imperfect under- 


standing of the technical details of Treasury finance 
and therefore grants broad discretionary authority. 
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stant volume of Treasury bills made up 
the marketable debt." 

The financial needs of the war upset 
the stable pattern of the debt completely. 
Treasury bill‘issues were enormously in- 
creased, reaching a level of over $17 bil- 
lion in 1945. Treasury certificates of in- 
debtedness were reintroduced in 1942 
and grew rapidly in amount, reaching a 
level of over $41.5 billion in January, 
1946. Early in the war period, both bills 
and certificates were standardized as to 
maturities and rates. All bill issues were 
for three months and, beginning April 30, 
1942, were supported by the Federal Re- 
serve authorities at a yield of 3 of 1 per 
cent. All certificate issues were for 
twelve months and were supported by 
the Federal Reserve authorities at } of 1 
per cent, which was the issue interest 
rate." Thus the Treasury bill developed 
into a tremendously important element 
in the public debt, although, because of 
the reintroduction of certificates of in- 
debtedness, it was less important rela- 
tively than the absolute figures suggest. 
In the course of the war, the money 
market shifted largely to certificates of 
indebtedness as an outlet for surplus 
funds, and the Federal Reserve banks 
came to hold the bulk of Treasury bills. 

This development requires further ex- 
amination. During 1940 and 1941, the 
Federal Reserve authorities had ex- 
pressed concern over the extent to which 

An interesting episode in connection with 
Treasury bills is the net retirement of bills during 
1938 to accomplish the disbursement of Treasury 
funds representing “desterilized” gold. Previously, 
gold had been acquired by net borrowing operations. 
To “desterilize” gold, the Treasury’s balance at 
the Federal Reserve banks had to be reduced. 
The Treasury chose to accomplish this by retiring 
floating debt, even though bill issues had not been 
the source of funds (see E. C. Simmons, “Treasury 


Deposits and Excess Reserves,” Journal of Political 
Economy, XLVIII [1940], 335-36). 

4 See F.R.A. (1945), pp. 4, 7, and 1o (chart). 
Actually, the certificate rate was permitted to vary 
within a narrow range. 
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bank expansion was being relied upon to 
cover deficits.'* After Pearl Harbor they 
took the position that the Federal Re- 
serve System should assist in every way 
possible in the financing of the war. The 
many steps taken to this end cannot be 
explained here, for only the policy re- 
specting Treasury bills is of interest in 
this paper." The general position of the 
Reserve authorities was that the banking 
system should absorb such quantities of 
government securities as could not be 
disposed of to other purchasers and that 
banks would be supplied with the neces- 
sary reserves to make this possible." 

As an immediate measure, the banks 
were urged to utilize their excess reserves 
for investment in Treasury bills, with the 
assurance that the Reserve banks would 
stand ready to provide funds readily to 
permit banks to adjust reserve posi- 
tions."* Prior to the war, banks generally 
had carried substantial excess reserves, 
which served to absorb the shock of re- 
serve losses. Treasury bills had been 
utilized to some extent for this purpose, 
but mainly by money-market banks, and 
even these banks had maintained sub- 
stantial excess reserves. The Reserve au- 
thorities proposed, in short, that second- 
ary reserves in the form of Treasury bills 
be used to adjust reserve positions. It will 
be recalled that, prior to the excess- 
reserves era, banks had largely relied on 
member-bank borrowing for adjustment. 
The way was actually opened to the bor- 
rowing method of adjustment through 

18 Tbid. (1940), pp. 68-70, and (1941), pp. 5-8: 
It will be recalled that member-bank reserve re- 
quirements were raised to the legal maximum on 
November 1, 1941. Throughout the war emphasis 
was placed on financing the deficit outside the banks, 
but without effective result (ibid. [1945], pp. 1-2). 

© For a summary of Federal Reserve actions see 
ibid. (1945), pp. 9-12. 

*7 Ibid. (1942), p. 26. 

8 See the statement sent to all banking institu- 
tions in 1943 (Federal Reserve Bulletin, XXIX 
[1943], 816). 
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the establishment, in the closing months 
of 1942, by all Federal Reserve banks of 
the so-called “preferential rate,” which 
permitted member-banks—and, in fact, 
any holder of government securities—to 
borrow at the Reserve banks at a rate of 
} of 1 per cent on government securities 
maturing in less than one year. 

To encourage the banks to utilize 
Treasury bills, the Reserve authorities 
undertook to peg the bill rate at 3 of 1 per 
cent and instituted a practice of entering 
into repurchase agreements generally 
with sellers of bills. Earlier use of repur- 
chase agreements had been confined to a 
few money-market institutions. Thus 
any bank could be certain of the yield on 
its secondary reserves and of a ready 
market for its holdings. Moreover, once 
having sold bills, it could repurchase all 
or part of its previous holding with only 
the loss of earnings for the period that the 
bills were out of its possession. Consider- 
ing that the rate of 3 of 1 per cent was 
deliberately set well above pre-war lev- 
els, Treasury bills should have been high- 
ly attractive."*? The Reserve authorities, 
however, found it necessary to utilize 
moral suasion, as well, to induce banks to 
purchase bills and, even so, did not suc- 
ceed in this policy. Member-banks in- 
creased their holdings from approxi- 
mately $1 billion in December, 1941, to 
$4.4 billion in December, 1942. During 
the same period member-bank holdings 
of government securities of all types in- 
creased from $19.5 billion to $37.5 bil- 
lion. Thereafter, member-bank holdings 
increased slightly for six months and then 


** From early 1934, except during 1937, Treasury 
bills had never yielded } of 1 per cent. Negative 
yields occurred frequently during 1939 and 1940. 
Rates had moved up somewhat during 1941; but, 
even so, the rate established in 1942 was higher than 
had prevailed. This action was taken to make bills 
attractive to banks. It should be noted that rates 
on long-term government securities were not in- 
creased. 
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actually declined until, by June, 1946, 
member-banks held only $1.1 billion 
while Federal Reserve banks’ holdings 
were $14.5 billion and others’ holdings 
were $1.5 billion. For the war period as a 
whole, the Federal Reserve policy of en- 
couraging commercial banks to purchase 
bills was a failure.2? However, many 
banks did avail themselves of the repur- 
chase option privilege, especially in the 
early period of the war. 

The immediate fact that explains the 
lack of success was the creation of a huge 
volume of Treasury certificates of in- 
debtedness, which were more attractive 
than bills. The member-banks did ac- 
quire certificates in substantial volume. 
In addition to the rate of } of 1 per cent 
on Treasury certificates—which, when 
coupled with the preferential borrowing 
rate of 4 of 1 per cent, made the cer- 
tificate equally liquid with the Treasury 
bill—certificates were purchasable on a 
book-credit basis, whereas bills were sold 
for cash. This possibly made certificates 
more attractive than bills, since a bank 
could purchase certificates without either 
losing reserves or tying up required re- 
serves. (Government deposits had again, 
as during the first World War, been ex- 
empted from reserve requirements.) 
Moreover, certificates were made one of 
the securities offered during war-bond 
drives, which may have led some bankers 
to prefer them to bills, since purchasing 
of bills would not be so obvious a demon- 
stration of one’s patriotism. Even the 
practice of the Treasury, after May 6, 
1943, of allocating the full amount for 
tenders of bills up to amounts of 
$100,000 at a stated price of 99.905 


2° See F.R.A. (1945), p. 10, for a guarded admis- 
sion of the failure of the bill policy. Excess reserves 
never completely disappeared but were confined to 
the country-bank group, which apparently could 
not be convinced that Treasury bills were a satisfac- 
tory substitute for excess reserves. 
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failed to make bills sell more readily to 
banks.” 

Short-term Treasury securities consti- 
tute an important segment of open- 
market paper. Riefler estimated that 
during the 1920’s this type of paper 
quantitatively was roughly equivalent to 
acceptances, commercial paper, and time 
loans, respectively, and was overshad- 
owed only by call loans.” During the 
1930's short-term government securities 
dwarfed all other types of open-market 
paper, and the war period has carried the 
process even further. In terms of rates, 
Riefler found that short-term Treasury 
paper enjoyed the lowest yield of all 
classes of paper, because of special char- 
acteristics as to liquidity and security 
possessed by government obligations.” 
Certain of these have no longer the same 
force, but the Treasury bill does possess 
certain features which no other open- 
market paper possesses.”4 

* T.A. (1943), pp. 56 and 61. Approximately 
one-sixth of the offerings were sold on this basis. 
The effect may have been to disperse ownership, 
but that is not readily ascertainable. The action 


did not seem to have made bills more attractive 
to banks as a whole. 


* W. W. Riefler, Money Rates and Money Markets 
in the United States (New York: Harper & Bros., 
1930), p. 60. 


3 Ibid., pp. 40-41. Riefler lists eight special 
attributes of short-term Treasury paper: (1) un- 
excelled security, (2) tax exemption, (3) wide 
marketability, (4) salability to Federal Reserve 
banks, (5) acceptability for taxes, (6) legality for 
trust-fund investment, (7) utility to banks for 
securing government deposits and for collateral at 
Federal Reserve banks, and (8) availability with- 
out loss of reserves to banks through book-credit 
purchases. 


*4 Tax exemption has largely disappeared with 
the taxation by the federal government of income 
earned on bills and certificates, as has also the pos- 
sibility of using short-term Treasury obligations 
for payment of taxes. As to tax-exemption changes 
see T.A. (1940), pp. 60 and 337. Section 4 of Public 
Law 7 (77th Cong.) is the enabling legislation. As 
to use for payment of taxes and obligations to the 
Treasury, see 7.A. (1940), pp. 741 and 768; (1941), 
Pp. 302; (1942), pp. 50 and 264. When certificates 
of indebtedness were reintroduced in 1942, the privi- 


Prior to the war, the rate on Treasury 
bills was stable, yet sensitive. Extreme 
pressure on the money market in the 
banking panic of 1933 forced the yield to 
above 4 per cent, actually higher than 
Treasury bonds, but that was a panic 
situation. Since that time, except for two 
episodes—one at the close of 1933 and 
another in 1937—the yield has been less 
than 3 of 1 per cent. Tenders for bills and 
money-market rates for bills are usually 
quoted to three decimal places, which is 
indicative of the breadth and depth of 
the market. 

The extremely low levels of rates dur- 
ing the late 1930’s call for special com- 
ment. Repeatedly, the Treasury sold new 
issues at a premium, and the market quo- 
tation was often on a no-yield or even a 
negative-yield basis.** In part, premium 
tenders for new issues and premium bids 
for outstanding issues are explained by 
the practice of the Treasury, prior to 
1940, of permitting holders of maturing 
securities to exchange them for new is- 
sues. Thus bills as well as maturing notes 
and maturing bonds came to have a 
value as “rights” for new issues.” The 
premium on Treasury bills persisted 
after preferential rights of subscription 
to new issues were withdrawn. The ex- 
emption from property taxes attaching 
to bills, as well as to other government 
securities, may possibly explain the con- 
tinuation of the premium. 

The monetary significance of a type of 
asset preferred over money should not be 





lege of using them in payment of taxes was specifi- 
cally withheld. A tax-anticipation note had been 
created in 1941 which presumably filled the require- 
ment for this purpose. The subsequent adoption of 
withholding taxes has presumably reduced further 
the occasion for use of government securities in 
payment of taxes. The withholding tax has also 
largely destroyed the anticipation-of-revenue justi- 
fication for the use of Treasury bills. 

*°T.A. (1940), p. 110. The premium in 194° 
actually amounted to only $4,180.60 (ibid., p. 701). 

* Ibid., p. 110. 
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overlooked. Money itself is ordinarily the 
only asset which is perfectly liquid, but 
Treasury bills at a premium constitute an 
asset of superior attributes. Although 
Treasury bills at maturity may be trans- 
ferred to the Treasury in payment of 
taxes, they are not generally used as a 
medium of exchange. The bills have 
sometimes had greater exchange power 
than money itself in the purchase of new 
issues of Treasury securities, but they 
are not generally used in this area. The 
tax-exemption feature is unique, how- 
ever, and does not attach to money.’’ 
The phenomenon of an asset superior to 
money need not be taken to indicate 
that a superior sort of money exists in the 
form of Treasury bills. The bill is not 
likely to become part of the circulating 
medium. However, the creation of an 
asset so nearly like money may well be 
viewed with concern, for the monetary 
authorities may find that their task of 
monetary management is complicated 
by the existence of a large volume of 
near-money assets which will satisfy 
liquidity preference. So long as Treasury 
bills are held primarily by banks, this 
need not prove troublesome, for these se- 
curities are not in themselves a deter- 
miner of the money supply or properly a 
part of it. If the public were to find in the 
bills a satisfactory substitute for cash, 
substantial amounts of cash might be 
released from cash balances.** Available 
data on nonbank holdings of Treasury 
bills indicate that the general public has 
not found this type of asset attractive. 

77 Exemption from federal taxation was elimi- 
nated in 1941, but that step left unchanged the 
property-tax exemption, which is a matter of 
state and local levies. Prior to 1941 the yield on 


Treasury bills was also exempt from federal taxa- 
tion, as has been noted earlier. 


“Even here the cost and trouble of acquiring 
and disposing of short-dated securities may prove 
an effective barrier to their substitution for cash 
(cf. J. R. Hicks, Value and Capital (Oxford: Oxford 
University Press, 1939], pp. 164-65). 
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The sector of the money market con- 
cerned with trading in Treasury bills 
does not represent a large number of 
agencies or institutions. Since 1942 the 
Federal Reserve banks, and particularly 
the Federal Reserve Bank of New York, 
have constituted the market. Earlier, 
there had been some development of a 
dealer mechanism, the principal houses 
being those active in the market for 
bankers’ acceptances.?? In the early 
1930's, only a few dealers were author- 
ized to engage in repurchase transactions 
with the Federal Reserve Bank of New 
York. 

New issues are sold by weekly tender 
on a cash basis. In a few instances the 
Treasury has accepted deposit credit 
from banks in payment, but this practice 
has not been general and has been em- 
ployed only when the Treasury desired 
to avoid strain on the money market.** 
Tenders are entered at the Federal Re- 
serve banks, according to the terms of 
Treasury Circular No. 418, as amended, 
summarized in a standardized routine 
Treasury announcement released a few 
days in advance of the issue. Tenders 
need not be accompanied by down pay- 
ment except when the bidder is not an 
incorporated bank or trust company. Al- 
lotments are generally made to the high- 
est bidders, although this has not always 
been the case. Prior to the war, heavy 
oversubscriptions of weekly offerings 
came to be a regular thing, and various 
methods were employed to deal with the 
situation.* 

29 See Brown, op. cit., p. 363. 

3°Simmons, “Treasury Deposits and Excess 
Reserves,” op. cit., pp. 335, n. 26, and 336, n. 31. 

3 A variety of departures from awarding bills to 
the highest bidder have been utilized. In general, 
these consisted in allocating in full tenders for small 
amounts and prorating in one fashion or another the 
remainder of the issue among large bidders. These 
rationing devices seem to be a self-amusement de- 
vice of the “government securities specialists” with- 
in and without the Treasury Department. Prob- 
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A wire-transfer system for bills, cer- 
tificates, and notes, operated by the 
Commissioner of Public Debt, a Treas- 
ury Department official, in conjunction 
with the wire-transfer system of the Fed- 
eral Reserve banks, makes for a highly 
mobile market. Ready means are pro- 
vided through the fiscal-agency opera- 
tions of the Federal Reserve banks for 
conversion of Treasury bills of one de- 
nomination into another. Thus the facili- 
ties are provided for a nation-wide mar- 
ket of great fluidity. 

In view of the excellent machinery 
provided for the market, it is not surpris- 
ing that short-term government securi- 
ties, and especially Treasury bills, have 
come to occupy a preferred position over 
other types of open-market paper. No 
other secondary-reserve item can be pur- 
chased and sold with equal readiness and 
ease. The market is provided weekly 
with a fresh supply of raw material, so 
that at any moment of time there is a 
known supply of instruments of graded 
maturities. Treasury bills are standard- 
ized as to form and terms, so that the 
conditions of the perfect market of eco- 
nomic theory are closely approximated. 

The Federal Reserve banks have nor- 
mally represented a substantial portion 
of the market for Treasury bills. Their 
dealings are entirely through the money 
market, for they do not themselves enter 
tenders for new issues. Until the last 
quarter of 1939, they held substantial 
amounts of bills, at which time their bills 
were allowed to run off and were replaced 
with bonds and notes.*? Until 1938 the 
Reserve banks’ holdings usually repre- 


ably no great harm arises from the practice of 
oversubscription. The Treasury is gratified that its 
securities are so popular, the weekly uncertainty 
as to how bidders will be treated adds a touch of 
excitement to an otherwise routine business, and the 
bills are sold cheaply. 


»# F.R.A. (1939), pp. 3-4- 


sented one-third to one-fourth of the out- 
standing volume. During 1938 the Re- 
serve banks held about one-half of the 
outstanding amount. In the war period, 
however, as has been noted earlier, the 
Reserve banks came to hold the bulk of 
Treasury bills. 

The heavy reliance of the Reserve 
banks on bills is to be expected, in that, 
according to traditional thinking, a cen- 
tral bank should be highly liquid. Since 
Treasury bills are the shortest-dated 
Treasury obligation, it is not surprising 
that the managers of the central bank 
should favor this type of obligation and 
also provide a portfolio of varying ma- 
turities.** There is little real basis for this 
practice, because the liquidity of the cen- 
tral bank is not provided by the char- 
acter of its earning assets but rather by 
its power to create money.*4 When a cen- 
tral bank places funds in the market, it 
does so by issuing notes or creating de- 
posits, not by sale of assets to outside 
persons.*s In fact, if it sells assets, the 
central bank removes funds from the 
market. A portfolio of short-dated paper 
enhances the power of the central bank to 
contract, for it may simply allow matur- 
ing paper to run off, or it may sell such 
short-dated paper in advance of ma- 
turity. But this is of no great moment, 
since other assets could also be sold, pro- 

33 The departure in 1939 from this practice led 
to extensive rationalizing (see ibid., pp. 2-10). 
Federal Reserve bank-condition reports regularly 
include a schedule giving the maturity distribution 
of their security holdings. Presumably, this affords 
evidence of their liquidity. 

34 Possibly the obsession with liquidity is ex- 
plained by the fact that the central bank is operated 
by bankers who apply to central banking the same 


rules they have found appropriate for commercial 
banks. 


38 The fact that there are twelve Federal Re- 
serve banks and that interdistrict mobility of assets 
is therefore required may justify the holding of 
liquid assets. This consideration is largely vitiated 
by the pooling of virtually all holdings of Reserve 
banks in the “System Account.” 
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vided that they were not highly special- 
ized. The fact that a book loss may have 
to be taken should be of no consequence 
to a central bank. There seems to be no 
necessary reason why the central bank 
should favor bills over other types of 
government securities. Finally, one 
should observe that the Reserve banks 
have not had occasion to make a net re- 
duction in their securities portfolio for 
many years. The variable-reserve ratio 
has been utilized to absorb excess re- 
serves, and open-market operations to 
generate new reserves. The government- 
securities market is thus protected by the 
central bank at all times. 

The development of an active market 
in short-dated government securities has 
had an important bearing on the flower- 
ing of open-market operations. In the 
1920’s, when the Reserve authorities de- 
veloped this technique of monetary man- 
agement, they placed considerable em- 
phasis on the importance of the Treas- 
ury’s maintaining a substantial floating 
debt so as to provide the necessary en- 
vironment in which open-market opera- 
tions might be carried on.* Actually, this 
attitude seems to have been in conflict 
with the avowed objective of the Federal 
Reserve policy of sponsoring the use of 
bankers’ acceptances. With an adequate 
supply of government securities, there is 
little need for bankers’ acceptances as a 
secondary reserve.37 

Asystem of unit banks devoted mainly 
to making local loans does require some 
mechanism for providing mobility of 
funds. Seasonal, cyclical, and structural 
economic changes require that bank as- 
sets be as mobile as deposits if banks in 
regions with large negative items in the 
regional balance of payments are not to 

*See C. O. Hardy, Credit Policies of the Federal 


Reserve System (Washington: Brookings Institution, 
1932), pp. 287-90. 


" Ibid., pp. 290-91. 
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fail. Moreover, in a system in which note 
issue is exclusively a central-bank func- 
tion, commercial banks must be able to 
shift assets to the central bank as the 
public exhibits a demand to convert de- 
posits into cash. The Federal Reserve 
system was designed to meet the needs of 
asset mobility among commercial banks 
and between commercial banks and the 
central bank by means of rediscounting 
operations. Since rediscounting would be 
for short periods, the bank would be af- 
forded a short interval of time in which 
to liquidate assets. 

A similar degree of mobility at both 
levels could be achieved through devel- 
opment of a broad discount market deal- 
ing in Treasury bills. The work of the 
central bank is much simplified and the 
possibilities of control of the money sup- 
ply are much enhanced, for rediscounting 
tends to be used not only to adjust re- 
serve positions but also as a source of 
funds for profit lending. It is, therefore, 
to be regretted that member-bank bor- 
rowing in substantial volume reappeared 
during the war years. Had the Reserve 
banks been successful in having member- 
banks absorb Treasury bills and utilize 
them to adjust their reserve positions, 
the way might have been opened for the 
complete elimination of rediscounting.** 

The policies under which the wartime 
deficit was financed resulted in a drastic 
alteration in the position of the Treasury 
bill. It became largely a security held by 
the central bank, whereas in the immedi- 
ate pre-war period the central bank was 
entirely out of the bill market. Earlier, 
the central bank and the commercial 
banks had shared the outstanding vol- 
ume. What is likely to be the situation in 
the postwar years? 

A determining factor will be the Treas- 


38 Cf. L. B. Currie, The Supply and Control of 
Money in the United States (Cambridge: Harvard 
University Press, 1932), p. 182. 
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ury’s policy on the extent to which the 
public debt will be represented by float- 
ing debt. It is the traditional view in pub- 
lic finance that floating debt should be 
held to a minimum, existing only in an- 
ticipation of revenue and possibly in pe- 
riods of deficits for temporary periods 
until funding may be accomplished on 
satisfactory terms. This latter occasion is 
usually defended apologetically by 
Treasury spokesmen.** According to the 
traditional view, the incurrence of public 
debt should be avoided if possible, but, if 
not, the obligations should be funded and 
retired at the earliest opportunity.‘ 
These views still persist, but they do 
not dominate. In the main they have 
been followed in the United States. How- 
ever, the floating debt was continued 
during the 1920’s and 1930’s and was in- 
creased enormously during World War 
II. A rationalization has, of course, been 
provided for the practice followed. 
Some amount of floating debt is re- 
quired for the convenience of the bank- 
ing system. This point of view was clear- 
ly brought out in the mid-1920’s. This 
consideration explains why the floating 
debt of World War I was never com- 
pletely funded. A second consideration is 
that the existence of floating debt serves 
to reduce the over-all interest burden of 
the debt, since short-term money rates 
are usually well below long-term rates. 
Whether or not cost considerations are 
valid considerations for management of 
the public debt is open to doubt. How- 
ever, it has been Treasury policy to 
minimize cost. Recently this has become 
a leading factor in debt policy. A third 


39 Abhorrence of floating debt is probably based 
on the unfortunate monetary consequences of un- 
balanced budgets, which have frequently resulted 
in inflation because floating debt usually has lodged 
in the central bank. 

4° Budgetary deficits and surpluses deliberately 
induced as contracyclical forces have not yet been 
generally accepted as desirable. 
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consideration, and one which has re- 
cently been put forward, is that the ex- 
istence of a large volume of liquid assets 
in the form of short-term Treasury obli- 
gations (and nominal long-term obliga- 
tions with demand clauses) provides a 
stabilizing element in the economy. 

The validity of this proposition re- 
mains to be demonstrated. It was put 
forward during the war by those “post- 
war planners” who prophesied a shortage 
of money outlay in the postwar period. 
This group reasoned that the holding by 
the public of a large volume of liquid as- 
sets would assure an adequate volume of 
spending. No genuine effort was made to 
demonstrate that the spending of liquid 
assets would be timed by holders to offset 
a decline in income flow, and the possi- 
bility that the spending in a boom might 
be intensified seems to have been over- 
looked. There would seem to be some 
doubt as to the correctness of the view 
that a large volume of liquid assets is, in 
fact, a stabilizing influence on the econ- 
omy. Indeed, it may be more convincing- 
ly argued that high liquidity preference 
is evidence of a high degree of uncer- 
tainty in the economy and therefore con- 
clusive evidence that the economy is 
unstable. 

In any event the proposition does not 
apply to Treasury bills, which are largely 
a bank-held instrument and, in the 
United States today, a central-bank-held 
instrument. Banks require liquid assets 
for the conduct of banking operations, 
not in order to spend the proceeds on the 
flow of economic output. 

These three considerations seem to 
underlie the announced Treasury policy 
of maintaining indefinitely the present 
composition of the public debt.“ The 
position of the Treasury bill must be con- 
sidered against this background. As of 


4 See T.A. (1944), pp. 8-9. See also testimony 
of Undersecretary of the Treasury Daniel W. Bell, 
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December 31, 1946, the composition of 
the interest-bearing public debt was as 
shown in the accompanying tabulation. 
Marketable public issues 
Treasury bills 
Certificates of indebtedness 


Treasury notes... . 
Treasury bonds 


Nonmarketable public issues. . 
Special MGWS.... ooo ssccesss ; 
Fully guaranteed issues. 


* Federal Reserve Bulletin, XX XIII (1947), 67. 


Treasury bills represent slightly less than 
10 per cent of marketable public issues, 
and Treasury bills and Treasury cer- 
tificates of indebtedness taken together 
represent about 20 per cent of market- 
able public issues. On December 31, 
1940, no public issues of certificates of 
indebtedness existed, and the $1.3 billion 
of Treasury bills then outstanding repre- 
sented less than 4 per cent of marketable 
public issues. The magnitude of the in- 
crease in the floating debt need not be 
emphasized. The proposed maintenance 
of the same approximate relative and 
absolute amount of floating debt over the 
future represents a new line of policy. 

Presumably, the considerations which 
led to the withdrawal of certificates of 
indebtedness in 1934 and to the restric- 
tion of Treasury bills to moderate 
amounts are no longer applicable. The 
overriding considerations are the holding- 
down of the interest burden of the debt 
and the provision of sufficient liquid as- 
sets to meet the economy’s large de- 
mands. 

So far as Treasury bills are concerned, 
the problem is not of much significance 
currently, since they are mostly owned 
by the Federal Reserve banks. The same 
observation might be made respecting 


a 


in Hearings before the Committee on Ways and Means, 
House of Representatives, 79th Cong., 1st sess., on 
H.R. 2404 (Washington: Government Printing 
Office, 1945), p. 51. 
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Federal Reserve banks’ holdings of cer- 
tificates. During 1946, the Reserve 
banks’ holdings were roughly $14.5 billion 


$176 , 433,000,000 


.. $ 17,033,000,000 


29 ,987 ,000, 000 
10,090, 000,000 
119, 323,000,000 








of bills and $7.0 billion of certificates. So 
long as member-bank reserve balances 
are allowed to remain at present levels 
and so long as money in circulation re- 
mains at present levels, the Reserve banks 
must maintain their present portfolios. 
If it is a matter of definite policy that the 
central banks’ portfolio should consist of 
“liquid” assets, roughly $20 billion of 
short-term Treasury obligations would 
be required for this purpose alone. 

The wartime growth of the Reserve 
banks’ portfolio is largely explained by 
the increase of money in circulation. The 
factors of change affecting member-bank 
reserves, as set forth in Table 1, indicate 
this clearly. Thus, approximately one- 
half the growth in the floating debt is ac- 
counted for as the means by which the 
public’s desires for cash were met. So 
long as money in circulation remains at 
present levels, a substantial portion of 
the floating debt will be frozen in the 
Reserve banks, provided that the Re- 
serve authorities do not replace bills and 
certificates with bonds in an effort to 
support a declining market in govern- 
ment securities.” 

However, assuming that this does not 
occur, one may well ask what purpose is 

4 Tt will be recalled that precisely this action was 
taken in 1939. However, in view of the established 
policy of supporting the entire market, a decline in 
bond prices would probably lead to an increase in the 


over-all portfolio rather than to a change in the com- 
position of the portfolio. 
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served by the regular replacement of ma- 
turing issues in the Reserve banks’ port- 
folio by new issues obtained through the 
money market. In the present situation, 
Treasury bill holdings are replaced at 
least four times a year and Treasury cer- 
tificates of indebtedness at least once a 
year. It is the practice of the Reserve 
banks to buy these securities in the mar- 
















TABLE 1* 


FACTORS AFFECTING MEMBER-BANK RESERVES, 
DECEMBER, 1940, TO DECEMBER, 1945 
(Millions of Dollars) 
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large profits of the Reserve banks and the 
absence of any provision for recapture of 
excess earnings by the government, the 
reduction in the over-all yield of this seg- 
ment of the debt could well be under- 
taken. The Federal Reserve banks might 
be authorized to replace present holdings 
of bills and certificates with a book-credit 
entry bearing substantially less than ? of 











Factor 










December, December, 
1940 1045 


Change 





Causing increase in member-bank reserves: 
Monetary gold stock.................. 
U.S. government securities............ 
Discounts and advances. . . 
Other Federal Reserve credit........... 

eer 













Total factors of increase (net). 





Causing decrease in member-bank reserves: 
Money in circulation 
Treasury cash holdings. . 
Treasury deposits. . . 
Nonmember deposits... .. . . 
Other Federal Reserve accounts........ 















Total factors of decrease (net)........... 





Member-bank reserves..................... 
i i es Ci ee cca cli 















$21,890 $20,047 $— 1,843 
2,188 23,708 21,520 

4 381 377 

113 654 541 
3,079 4,322 1,243 











$21 ,838 














$ 8,688 $28,452 $19,764 
2,201 2,269 68 
338 625 287 
1,715 1,247 - 468 
283 493 210 

| $19,861 

$14,049 $16,027 $ 1,978 
6,646 1,498 — 5,148 


















are due to rounding. 





ket, since there is opposition in some 
quarters to direct dealings between the 
Treasury and the Reserve banks.‘ Aside 
from the loss of dealers’ commissions, no 
harm would result from making the ex- 
change directly. Moreover, in view of the 


43 The Reserve authorities believed in 1943 that 
exchange is not prohibited, but the practice of direct 
exchange has not been adopted because of the dis- 
approval of the Secretary of the Treasury (see 
F.R.A. [1943], pp. 91-92, 96-97). Direct advances 
in limited amount to the Treasury by the Reserve 
banks were authorized for the duration of the war 
as an emergency device. Frequent use was made of 
this power. 



















* Source: Banking and Monetary Statistics, p. 372, and Federal Reserve Bulletin, XXXII (1946), 147. Monthly 
averages of daily figures have been used to eliminate year-end sporadic factors. Slight discrepancies in the final digit 


I per cent, together with an arrangement 
by which any desired amount of market- 
able bills or certificates could be obtained 
if need required.* 

For the longer run it would seem ap- 
propriate to work toward a return to the 
pre-war situation respecting Treasury 
bills. The arguments used in support of 
the elimination of Treasury certificates 
in 1934 are still valid. Granted that some 


44 The present Reserve bank portfolio results in 
net earnings of approximately $90 million per yest, 
somewhat in excess of a rate of return of 50 per cent 
on paid-in capital. 
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purpose was served during the war years 
by reviving this type of government se- 
curity, there is no need for its being re- 
tained in the future. So long as the pres- 
ent banking structure is retained, a float- 
ing debt will be needed to provide a sup- 
ply of secondary reserves to commercial 
banks. Treasury bills will serve satisfac- 
torily, as they did during the pre-war 
period. The dollar amount will need to be 
larger than during that period, in view of 
the larger total amount of bank assets. 

Whether Treasury notes are required 
is another matter entirely. These were 
invented under Secretary Mellon who 
held, as noted earlier, that the Treasury 
should apply investment-banking tech- 
niques to debt management. It has been 
a cardinal principle of American invest- 
ment banking to encourage inventive 
genius to run wild, with the result that 
product differentiation in the securities 
field has reached a high stage of develop- 
ment. This virus has infected the Treas- 
ury, the modest beginning made during 
the Mellon era having been carried to 
new heights in the Morgenthau era. The 
public debt now consists of marketable 
issues of several types with call features, 
clauses as to limitation of ownership, and 
other “fancy”’ provisions; of nonmarket- 
able issues of several types, with a baf- 
fling array of provisos and clauses; and of 
various special issues. Only a specialist in 
government securities can understand all 
this, so the effect has been to create with- 
in and without the government a new 
body of “experts.” The gains from this 
development are not apparent. Possibly 
the over-all cost of carrying the public 
debt has been reduced by designing spe- 
cial security issues to suit the special 
needs of various classes of purchasers of 
government securities, but that is some- 
what doubtful. Particular stress has been 
laid on the Series “E” savings bond, 
which is actually not a cheap source of 
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funds. On the other hand, in the effort to 
meet the liquidity needs of financial in- 
stitutions, the utilization of bonds of rela- 
tively short maturity has probably had 
the effect of lowering the cost of debt 
service. Certainly, this increasingly com- 
plex body of securities has created un- 
necessary problems of detail which have 
tended to obscure the large problems of 
debt management. 

Out of this welter the Treasury bill 
should unquestionably be retained. The 
remainder of the debt should consist of a 
few noncomplex forms of long maturity, 
perhaps most of them in the form of non- 
maturing consols. This paper’s scope 
does not permit the examination of that 
fundamental proposal.‘ 

The Treasury bill market should be al- 
lowed to develop into a full-fledged sec- 
tor of the money market in which the 
commercial banks will dominate. The 
central bank should stand ready to ab- 
sorb bills to a degree consistent with the 
maintenance of the smooth functioning 
of the money-market machinery. The 
once fond hope that the bankers’ accept- 
ance would become the mainstay of the 
discount market may as well be aban- 
doned, for postwar international and do- 
mestic trade does not appear likely to 
develop along lines that will provide the 
needed volume of open-market paper in 
the form of bankers’ acceptances. In 
other words, a pattern of money-market 
operation similar to that of the London 
market prior to the war would be appro- 
priate. With such a pattern, member- 
bank borrowing could be largely, if not 
entirely, eliminated, and the central bank 
could actually assume its true function of 
a lender of last resort. 


UNIVERSITY OF MICHIGAN 


48 See H. C. Simons, “On Debt Policy,” Journal 

¢ Political Economy, LIT (1944), 356-61. Simons’ 
envisages the elimination of Treasury 

bills, as it encompasses fundamental reform in the 


banking apparatus. 





MEASURING STATE AND REGIONAL BUSINESS CYCLES! 


RUTLEDGE VINING 


N THE preface of Mr. Kidner’s volume it 
I is stated that the work had its origin in 
discussions that were held in a seminar con- 
ducted by Professor Wesley C. Mitchell 
some eight years ago. Credit is given for 
suggestions and ideas from Professors 
A. F. Burns and F. C. Mills, among others. 
The body of the book consists very largely 
of an adaptation, and application to the 
data of a particular state, of the methods of 
analysis and presentation associated with 
the names of these men. In their recent 
book, Measuring Business Cycles,? Burns 
and Mitchell more or less parenthetically 
pose the question: “Does a large nation, 
such as the United States, have a single set 
of business cycles, or do the several geo- 
graphical regions have substantially differ- 
ent cyclical movements?” Kidner’s book 
represents an effort to throw a little light 
upon this question by studying the economic 
series of a single state. 

The substance of the book consists of the 
middle three of five chapters. The first of 
these three presents a description of the 
California economy—population and _in- 
dustrial trends, changes in the distribution 
of wage earners among the different indus- 
trial classifications, and a comparison of 
this distribution with that for all employees 
in the United States. The next chapter pre- 
sents the results of a study of the relative 
stability of the California economy. Fairly 
conventional procedures are repeated: Com- 
parisons are made between income in Cali- 
fornia and income in the nation; similar 
comparisons are made with respect to the 
percentage changes shown by value-added 
and wage-earner series; dispersions in these 


* Frank L. Kidner, California Business Cycles. 
Berkeley and Los Angeles: University of California 
Press, 1946. Pp. xiv+131. $2.50. 

* New York: National Bureau of Economic Re- 
search, 1946. 


percentage-change data for the different 
industries are compared, and rank correla- 
tions are computed to see whether indus- 
tries “in California tend to assume a rate of 
increase or of decline similar to that as- 
sumed by the same industrial group in the 
nation.” In the next chapter Kidner applies 
to twelve monthly series for California the 
method of analyzing cyclical fluctuations 
developed by Professors Mitchell and Burns 
and the staff of the National Bureau of 
Economic Research. Measurements of am- 
plitudes, reference cycle patterns, and spe- 
cific cycle patterns are shown for these Cali- 
fornia series; comparisons are then made 
with the corresponding measurements which 
the National Bureau had already worked 
out for the national counterparts of these 
twelve series. 

This describes the character of the book; 
I know of no comparable work in which this 
National Bureau technique has been applied 
to state series. To express the view—as I do 
in the following paragraphs—that the 
method of analysis and the integrating ideas 
upon which the work is based are inadequate 
should not detract from the good work that 
Kidner has done. This inadequacy that I 
have in mind does not pertain to the system 
of ideas that Kidner has borrowed for the 
purpose of defining or postulating the char- 
acter of economic fluctuations. Those ideas 
and techniques of analysis are rough and of 
a preliminary nature, too; but the men de- 
veloping them are completely aware of this 
condition, and their realization that the 
ideas are only in the process of taking form 
is one of the main sources of vitality of the 
work, which is explicitly directed toward 
preparing the way for more effective later 
research.’ We might accept for the present 


3 Not infrequently one hears the remark that the 
“statistical” approach (Mitchell’s approach) can 
lead to no “‘interpretable” results, for it is guided by 
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these ideas as they stand; Kidner’s problem 
then may be regarded as that of estimating 
deviations and analyzing different systems 
of variation. While it seems too much to ex- 
pect that methods developed for one field of 
inquiry will prove as effective in another 
field, this problem—at least on its face—is 
very similar indeed to the problems of the 
sciences that have profited most from mod- 
ern developments in theoretical statistics. 
Kidner’s work seems inadequate in that it 
bears little evidence of having benefited 
from the contributions of modern statistics 
and from the research experience in fields of 
inquiry where similar problems are encoun- 
tered. I wish to develop this point some- 
what further. 

The behavior of economic units, families 
and firms, gives rise to quantities that are 
variates in time and space; and equilibrium 
price and production theory has been devel- 
oped to provide a framework which will 
give some semblance of form to the move- 
ments of these variates. Mitchell and Burns, 
without primarily and directly concerning 
themselves with the firm or the family, have 
taken their quantities from measurements 
of various attributes of the business cycles 
of the many different industrial classifica- 
tions within a nation. The “cycle” is the 


no theory. This of course is naive. Mitchell’s concep- 
tion of scientific procedure, if I understand him cor- 
rectly, is the same as that of any other qualified re- 
search worker in any field and would be outlined 
well enough by the aecount of the object of a theory 
given in Harold Cramer’s Mathematical Methods in 
Statistics (Princeton, 1946), pp. 145-47. The points 
developed in this account could also be neatly illus- 
trated by the structure of general equilibrium price 
and production theory. The difference in viewpoint 
between Mitchell and the “equilibrium” theorist 
seems largely a matter of their respective concep- 
ions of the present stage of development of econom- 
le science. To Mitchell, there is a prodigious amount 
of systematic observation yet to be done, and the 
problem of constructing a general or integrating 
theory is somewhat premature. This is also the view 
of the eminent theorists, Von Neumann and Mor- 
genstern, as expressed in their Theory of Games and 
Economic Behavior (Princeton, 1944), pp. 4-5. This 
‘snot to say that observations are to be unguided by 
hypotheses in varying stages of formulation in the 
mind of the observer. 
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“unit,” the behavior of which is under in- 
vestigation, and the method deals with aver- 
ages of measures of cyclical behavior and 
with the dispersions of the measures made 
on the different series about their respective 
means.‘ The objective is the uncovering of 
uniformities and the building-up of factual 
background that is essentially a preliminary 
step to the formulation of theories that will 
do justice to the complexity of the phe- 
nomena. 

But their method, or field of inquiry, may 
be extended, as they well know; and this 
“unit,” the business cycle shown by a given 
national economic series, may be analyzed 
into a set of lower-level “units.” The nation- 
al output series for a given industry, for ex- 
ample, is some function, a sum or a mean, of 
the outputs of the firms included within the 
industry. The given “industry” within the 
nation defines a set of firms, and the same 
“industry” within each of the component 
regions of the nation designates lower-level 
sets or subsets of firms. Measures of the 
fluctuation of the national series may be re- 
garded as means of the measures of fluctu- 
ation of the series representing the subsets 
of firms. This aspect of variation introduces 
another dimension to this problem of short- 
run economic change, and uniformities and 
regularities are to be discovered in this add- 
ed dimension. In their work over the years 
Burns and Mitchell have studied frequency 
distributions of measurements of certain 
attributes of the behavior of time series— 
for example, rate of change or amplitude of 
fluctuation—these measurements having 
been made at different points of time. The 
added dimension of space provides frequen- 
cy distributions at points of time, and analy- 
ses of time sequences of these distributions 
may reveal regularities and uniformities 
that are as fundamental a part of “cyclical” 
behavior as the parts so painstakingly 
studied by these men. 

It is by judging Kidner’s study as an at- 
tempt to examine the behavior of these 

4 Examine, for example, the many references to 


“averages” in the Index of the recent book of Burns 
and Mitchell, op. cit.; in particular see chap. ix. 
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“lower-level units” or this spatial dimen- 
sion that we feel justified in saying that the 
method of observation, the experimental 
design, is less adequate than we might ex- 
pect. No serious attention is given to the 
definition of a spatial unit, and Kidner’s 
arbitrary selection, the state of California, 
would be hard put to qualify as an economic 
classification or entity. Moreover, he is pre- 
cluded from drawing inferences regarding 
the magnitude of spatial or regional devia- 
tion by virtue of his dealing with only one 
spatial unit. 

This latter point is recognized on an early 
page: “To be sure, statistical treatment of 
the cyclical behavior of a single regional 
economy is not sufficient to reveal significant 
dispersion around national averages.” But 
in some of his conclusions the point is ig- 
nored: “. . . . there is virtually no difference 
between the impact of the Great Depression 
upon the California economy and upon the 
national economy. Moreover, the difference 
in the subsequent recovery is negligible. 
.... In general, the California series reveal 
larger amplitudes than the national series in 
expansion and contraction. The differences, 
however, are not large.” But how does one 
know whether or not a deviation is large 
when only a single deviation is observed? 

There are a number of statements, in- 
terpretations, and conclusions that appear 
to be based upon too little analysis. One of 
the more evident limitations of the analysis 
is the lack of a conceptual framework involv- 
ing the notion of statistical distribution. 
For example, there is an offhand statement 
to the effect that it seems reasonable to 
“expect more marked relative fluctuations 
in time series pertaining to a single state 
than in the series pertaining to the nation 
as a whole . . . . since local events in various 
states might be expected to compensate in 
some degree. It only appears reasonable, 
however, in month-to-month movements of 
the series. It is not implied that cyclically 
the state must appear more sensitive than 
the nation.” Now, there seems to be here an 
instance of an entanglement of ideas that 
would bear disentangling for the good of 


such regional studies; and at least a partial 
disentanglement may be suggested by quite 
elementary principles of statistical distribu- 
tions. 

Suppose that we have » regions and that, 
for each region, we have a long record of 
rates of change between unit time periods 
of the employment or output of the firms of 
the region. Suppose further that the record 
for each region constitutes a sequence of 
numbers that we may regard, at least for the 
present purpose, as a random sequence. 
Denote the variance of these numbers for 
Region i as oj. If, for any given period, the 
magnitude of these regional rates of change 
is independent of the “size”’ of the region, 
then the national rate of change is the arith- 
metic mean of the regional rates of change, 
and the variance of this mean rate would be 
given by 
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where r;; is the coefficient of correlation be- 
tween the rates of change of Region i and 
Region 7. Now, what would be meant by the 
statement that Region 1 is relatively 
“cyclically insensitive”? By this we perhaps 
would mean that, for any given period, the 
rate of change of employment or production 
in Region 1 is likely to be small relative to 
the mean of all the regional rates of change 
for that period. This condition, however, 
would not mean that ¢, is smaller than the 
variance for the nation, although there is no 
restriction in the relations to prevent it from 
being smaller. There would be a systematic 
difference between the “typical” rate for a 
given region and the “typical” rate for the 
average of all regions, and, in addition to 
this systematic difference, there would be 
imposed a random component. Kidner’s 
statement refers to the random component 
and implies a uniformity of variance among 
the regions, and the reference to month-to- 
month movements seems irrelevant. If our 
series of numbers for a given region repre 
sents not rates of change but, instead, per 
capita incomes for the unit time periods, 





MEASURING STATE AND REGIONAL BUSINESS CYCLES 


then the per capita income for the nation as 
a whole for a given period would again be 
given by the arithmetic mean of the regional 
numbers for that period, provided there is 
no correlation between population of region 
and per capita income. In this case, of 
course, the average over time of these num- 
bers for a given region would not be a meas- 
ure of “cycle sensitivity.” In this instance 
the variance would be a measure of this at- 
tribute. And, if we were willing to make the 
same assumption (as in the first case), that 
the regional series were random sequences 
with variances o;, then the variance for the 
nation would be given by the same expres- 
sion as before. It is hardly reasonable to re- 
gard these latter regional series as random 
sequences, but I should think that, with the 
aid of a co-operative colleague, the variance 
for this case of serial correlation within the 
sequences could be worked out without 
much trouble; and, so far as I can now see, 
there could be no restrictions in the relations 
to prevent the variance for a region being 
smaller than the variance for the nation. In 
any event, judgments on the size of ob- 
served magnitudes of measures and differ- 
ences between observed magnitudes require 
standards such as those provided by statisti- 
cal distributions. The above example is of 
little importance in Kidner’s book, but it 
illustrates a point that could be made time 
and again. In an explorative study seeking 
Suggestive hypotheses, the problem of an 
eficient “experimental design” is rather 
secondary or even beside the point. But 
where there are clear-cut problems of inves- 
tigating the existence of a difference between 
defined magnitudes and of analyzing a dif- 
ference into components assignable to certain 
factors, the services of the specialist in sta- 
tistical estimation and analysis are called 
for. The kind of knowledge required is of the 
sort that workers like Kidner, or like the 
present writer, would not be expected to 
possess. Modern research requires close co- 
operation between the theoretical statisti- 
cian and the worker in the applied field— 
but this latter should have within his kit of 
tools the kind of ideas that would provide a 
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formulation of hypotheses in terms under- 
standable to the statistician. 

The distribution idea is essentially in- 
volved in nearly every part of the discussion. 
In discussing the stability of the California 
economy, the standard deviation of the per- 
centage changes between two periods—as 
shown by wage-earner and value-added 
series for the various census classifications 
of industries—is computed for California 
and the United States. The objective ap- 
parently is to see whether the behavior of 
the series in California is becoming more 
similar to that of the national series as the 
alleged development of greater similarity of 
“economic structures” proceeds. But it is 
doubtful that conclusions can be drawn from 
the analysis as given. The percentage change 
in value added for a region is approximately, 
with the appropriate assumption, an arith- 
metic mean of the percentage changes shown 
by the firms of the region. The percentage 
change in value-added for an industry is ap- 
proximately an arithmetic mean for the 
firms in that industry. Thus, the standard 
deviation of these percentage changes is of 
the nature of a standard error of an experi- 
mentally constructed sampling distribution 
of means, with the samples having been 
drawn from different strata having different 
means and dispersions, which is a standard 
case.5 Now, the firms of a region constitute 
a stratum or subset of the set of all firms of 
the nation, and judgments regarding ob- 
served differences of measurements made on 
two such distributions will certainly require 
quite as sophisticated a body of procedures 
and tests as those that have been developed 
for the field of biological experimentation. 
In the present case the standard deviation 
would be an approximate measure of the 
real variation between the means computed 
for firms classified according to industry. 

A final point might be made regarding 
certain ideas that apparently are implied in 
the reasoning about “expected” similarities 
and differences. Kidner states that, as an 

5 Yule and Kendall, An Introduction to Theoretical 


Statistics (11th ed.; London: Griffin, 1937), pp. 362- 
63; 388-89. 
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economy undergoes economic development, 
it may be “expected” that a high degree of 
specialization in the production of durable 
goods will be characteristic of the develop- 
ment and that this will, in turn, lead to 
cyclical fluctuations of increasing severity. 
Then a rationalization of “expected” ex- 
ceptions is given in terms of secular “factors 
other than structural! characteristics.” But 
what of the “theory” that would lead to the 
expectation? There may be a reasonable sus- 
picion that if more work, theoretical and 
empirical, were done in clarifying the spatial 
aspects of economic change, such generali- 
zations might be found to be misleading in 
the same way that two-dimensional supply 
and demand curves may suggest “obvious” 
results that may not be true. The usual 
mutual interdependencies are involved, and 
the behavior of the output of a “commodi- 
ty” is not independent of the location of 
this output, except apparently for certain 
special cases. Then, too, the reasoning and 
evidence is not obvious as to the belief that 
something or other brings about regional 
development such that the pattern of pro- 
portions employed in the different industrial 
classifications in the region tends to the na- 
tional pattern. For example, with respect to 
the statement, “In general, shifts toward 
manufacturing, transportation, and trade 
and away from agriculture, mining, and 
fishing would indicate a maturing of the 
economy”—which purports to be descrip- 
tive rather than a mere definition of “matur- 
ing” and is more or less a commonplace in 
the literature on economic regions—I won- 
der whether it involves much more than the 
observation that towns have grown into 
cities in this country. An analogy is presum- 
ably being drawn from the field dealing with 
the life-histories of organisms. But, for many 
of the broad generalizations in our field of 
regional analysis, the organism is undefined 
and the vast factual background upon which 
the biological sciences are built is lacking. 
Futhermore, distinctions analogous to 
those implied in the maze of classifications 
of biological subject matter—for example, 
under the general heads of structure and 
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life-histories of organisms and systems of 
organisms, and of the physiological func- 
tioning of organisms—are essentially un- 
studied. 

In this particular case the organism is the 
“region” or unit economic community, and 
it is fairly typical of regional studies to 
adopt a defeatist attitude toward the prob- 
lem of defining the economic region. The 
difficulty, apparently, is the ambiguity of 
the boundaries; but boundary problems are 
encountered in defining the units or objects 
of study in all empirical sciences. (I have 
heard that the concept of atom involves no 
sharp boundary and that size is in terms of 
distance between centers). To me, one of the 
most fascinating of all pictures is the recent 
photograph taken from a rocket at a hun- 
dred-mile height. We might imagine a 
whole nation viewed from such a great 
height. Regularly spaced population clus- 
ters would be observed. The cluster is the 
nucleus and not the whole “‘organism.” Defi- 
nite economic communities exist (this would 
be of the nature of a postulate), and each 
includes more than the cluster. Frequently 
that part exterior to the cluster would be 
found to be the “‘active”’ part in the deter- 
mination of the economic behavior of the 
region looked upon as a unit. Lines connect 
these clusters, and flows along these lines 
would be observable. Measures of the mag- 
nitudes and the rates of change of the flows 
between and within these “organisms” 
would suggest random variation; but, when 
observed as statistical distributions, pat- 
terns of behavior of these organisms would 
take form. Certain of these regions could be 
classified into one of a number of sets of 
regions, the regions of a given group “pal- 
pitating” together in a stochastic sense. The 
national series, which we now work with in 
our business-cycle analyses, are averages of 
measurements of such regional flows. 

A recent study analyzes the income dis- 
tributions observed in thirty-three cities of 
the United States in 1929 and 1933.° In 


6 Horst Mendershausen, Changes in I ncome Dis- 
tribution during the Great Depression (New York: 
National Bureau of Economic Research, 1946). 
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reading through this work, I think of the 
picture described in the above paragraph. 
These are income distributions for thirty- 
three of our population clusters at two in- 
tervals of time. They are subject to a bias 
of unknown nature if used as representa- 
tions of certain flows within our regional 
units, for the cluster is not the whole. But 
they are suggestive nonetheless. If we had 
information for a succession of time periods 
on the national distribution of income; if 
for each period we had this total distribu- 
tion subclassified into distributions for each 
of the tentatively specified component re- 
gions; and if, for each of these subdistribu- 


tions, we had breakdowns on such bases as 
race and industrial source of income—then 
I feel confident that, in the developing 
shapes and shifts of these distributions, we 
would find uniformities and regularities 
which would provide us with materials upon 
which to work for some time. Analyzing 
successions of various economic distribu- 
tions, we might hope that sooner or later 
there would take form an integrating set of 
ideas, a theory of relations and combina- 
tions, that would define our quantities and 
yield our expectations. 
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THE EFFECT OF REPLACEMENT INVESTMENT ON 
NATIONAL INCOME AND EMPLOYMENT" 


S. P. DOBROVOLSKY 


I 


HE problem of the effect of changes in 

investment on income and employment 
has been the subject of voluminous litera- 
ture. Yet, the question of whether one 
should distinguish, in this connection, be- 
tween net investment and replacement in- 
vestment has received relatively little at- 
tention.? What changes in the level of eco- 
nomic activity could be brought about by 
accelerating the process of replacing equip- 


* The author is indebted to Dr. W. B. Hickman 
of the National Bureau of Economic Research for 
helpful comments and criticism of an earlier version 
of this paper. 

?In discussing the marginal propensity to con- 
sume and the multiplier, J. M. Keynes based his 
theory on the relationship between gross income 
(i.e., gross of supplementary cost) and consumption 
rather than on the relationship between net income 
and consumption. 

Colin Clark, in his statistical studies of the multi- 
plier effect, used the equation referring to “the 
money value of national income and to the money 
value of gross investment, the latter including all 
production of investment goods for replacement and 
maintenance purposes, any net addition to stocks, 
and any net positive balance of foreign trade” 
(The Conditions of Economic Progress (London, 
1940], p. 477). 

Professor Haberler stated: “It is frequently said 
that replacement (reinvestment) also generates 
income and should be included ia the multiplicand 
along with net investment. On the other hand, it 
seems obvious that ‘current’ replacement cannot be 
regarded as income along with current consumption, 
because this procedure involves double counting” 
(Prosperity and Depression, 1941, p. 461, n. 2). 
According to Haberler, the multiple effect in a 
closed economy depends on the increment of net 
investment, i.e., investment net of “current re- 
placement” as distinct from “replacement in the 
historical sense.” 

The present paper attempts to show that while 
an increase in replacement investment doubtless 
generates additional income in the capital goods in- 
dustries, this increment of income is likely to be 
offset, wholly or partially, by changes in the oppo- 
site direction in the consumers’ goods industries. 


ment, as distinct from the process of adding 
new equipment to the existing stock? In 
other words, what changes would result 
from a situation in which gross investment 
showed an increase but net investment did 
not, because the amount of capital consump- 
tion increased pari passu with the amount 
of investment? Such questions are not mere- 
ly of general theoretical interest but are of 
importance in connection with the recom- 
mendations, made in recent years, to ad- 
vance depreciation rates and encourage re- 
placement of obsolete and worn-out equip- 
ment. 

As is well known, in actual practice it is 
often difficult to differentiate between re- 
placement investment and net investment. 
New machines, installed to replace the worn- 
out ones, are often of better and more ex- 
pensive types, and their purchase consti- 
tutes replacement as well as net investment 
on the part of the enterprises concerned. 
Theoretically, replacement investment is 
equal to that part of total (gross) invest- 
ment which corresponds to the amount of 
capital consumption. The latter may, of 
course, be defined in a more or less inclusive 
manner. In this discussion, capital consump- 
tion is taken to consist of (a) losses due to 
wear and tear of equipment in production, 
(d) losses due to “‘weathering”’ of equipment 
(i.e., deterioration because of the mere pas- 
sage of time), and (c) losses due to obsoles- 
eence. It is initially assumed that the 
a:nount of consumption of durable capital 
goods employed by business enterprises is 


3 Such a recommendation was contained in the 
report of the Director of the Office of War Mobiliza- 
tion and Reconversion as of January 1, 1945. The 
late President Roosevelt made a statement favor- 
ing higher depreciation in his Chicago speech of 
October 28, 1944. A similar statement was contained 
in Vice-President Wallace’s speech on November 2, 
1944. 
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correctly represented by depreciation al- 
lowances (inclusive of allowances for ob- 
solescence). Situations are then considered 
in which depreciation allowances differ from 
actual capital consumption. 

Changes in the amount of replacement 
investment may be brought about by vari- 
ous factors. In this paper situations will be 
considered in which replacement invest- 
ment increases in response to (a) an expan- 
sion of the volume of production or (0) a 
change in government regulations with re- 
spect to depreciation accruals. An analysis 
in general mathematical terms is given in 
the appendix below. Here it seems conven- 
ient to begin by presenting a concrete nu- 
merical illustration. 


II 


Assume that there is only partial em- 
ployment in the economic system and that 
in order to increase employment the gov- 
ernment decides to raise its expenditures on 
public works. For purposes of comparison, 
let us consider two situations, in one of 
which (Variant I) capital consumption and 
replacement investment do mot increase, 
while in the other (Variant ITI) they do in- 
crease as the volume of production becomes 
greater. Both variants are worked out on the 
assumption that (@) the marginal propensi- 
ty to consume is .67; (6) money wage rates 
remain constant; (c) government expendi- 
tures on public works have no effect on the 
amount of net private investment; and 
(d) government expenditures leave profits 
of private firms unaffected (meaning that, if 
there are changes in costs, they are passed 
on to consumers through corresponding 
price changes). 

Let gross national product be 1,000 
units‘ and national income goo units in the 
initial period (prior to the additional gov- 
ernment spending). If government expendi- 


‘Since we are analyzing here the flow of money 
payments, it is appropriate to use a monetary unit 
in these examples. However, since the rates of money 
wages are assumed constant throughout the dis- 
cussion, all the relationships established in terms 
of Monetary units remain valid in terms of wage 
units. 
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tures are increased by 33 units, the immedi- 
ate effect will be an increase in consumers’ 
expenditures to the extent of 33 X .67 = 
22.1 units. In Variant I, under the assump- 
tions made, the entrepreneurs in the con- 
sumers’ goods industries will spend the 
entire increment of their sales proceeds on 
additional wages. This will increase con- 
sumers’ expenditures in the following in- 
come period by 22.1 X .67 = 14.8 units. 
The process will continue with the result 
that, in the entire second period,’ gross na- 


TABLE 1 








INITIAL 


Periop Vari- 





Consumers’ goods 800 
Investment goods (gross 


investment). ...... 


867 867 


200 


233 240 





Gross national product. . 
Capital consumption. .. . 


I ,O00 
100 


I, 100 
100 


1,107 
107* 





National income geo | 1,000 | 1,000 














* An increase in capital consumption amounts to 10 per 
cent of the increase in the amount of consumers’ goods. Ad- 
ditional capital consumption in the capital goods industries 
is disregarded in this example. 


tional product will reach 1,100 units and na- 
tional income goo units (Table 1). 

In Variant II, on the other hand, the 
entrepreneurs in the consumers’ goods in- 
dustries will spend part of the increment of 
their sales proceeds on additional capital 
equipment required for replacement pur- 
poses. If the increase in capital consump- 
tion amounts to 10 per cent of the addi- 
tional sales, the entrepreneurs in the con- 
sumers’ goods, whose sales have risen by 

5 The second period is assumed to be long enough 
to enable the multiplier effect—through secondary, 
tertiary, etc., expenditures—to work out to an 
extent approximating the full theoretical magnitude. 
Following the line of reasoning of Professor Machlup, 
it may be supposed that, if the income period is 
three months, 9o per cent of a full multiple of in- 
come corresponding to a multiplier of 3 will be 
reached within fifteen months (F. Machlup, 
“Period Analysis and Multiplier Theory,” Quarterly 
Journal of Economics, LIV (November, 1939), 1-28). 
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22.1 units, will raise their expenditures on 
replacement capital goods by 2.2 units and 
their expenditures on wages by 19.9 units. 
The 2.2 units paid to the capital goods in- 
dustries will be spent on additional wages 
there, and the total increment of wages in 
the entire economy will be 19.9 + 2.2 = 
22.1 units just as in Variant I. The only dif- 
ference between the two situations is that, 
while in Variant I all 22.1 units are spent 
on wages in the consumers’ goods indus- 
tries, in Variant II part of this amount is 
spent on wages in the consumers’ goods in- 
dustries and part of it on wages in the 
capital goods industries. Since money wage 
rates are assumed constant, it follows that 
the total number of additional labor units 
employed is the same in both cases, there 
being in Variant II greater employment in 
the capital goods industries but a corre- 
spondingly smaller employment in the con- 
sumers’ goods industries. 

The same will happen in the following in- 
come periods: The total amount of addition- 
al wages will be equal in both variants, but 
there will be a difference between the con- 
sumers’ goods and the capital goods indus- 
tries. In the entire second period, as the 
table shows, gross national product in 
Variant II will become 1,107 units (greater 
than in Variant I), while national income 
will be 1,000 units (the same as in Variant 
I). Thus, under the conditions set forth 
above, an increase in replacement invest- 
ment leaves the amounts of national income 
and employment unaffected. 

The assumptions on which this illustra- 
tion has been worked out are, admittedly, 
not very realistic. One factor that has been 
omitted, and should be considered now, is a 
change in the propensity to consume that is 
likely to accompany the change in real in- 
come caused by higher capital consump- 
tion. Expenditures on consumption goods in 
the second period amount to 867 units both 
in Variant I and in Variant II. But prices 
must be higher in Variant II, where the cost 
per unit of product is greater because of the 
additional capital consumption. For it has 
been assumed that profits remain constant 
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and that increases in costs are passed on to 
the consumer. Thus Variant II is character- 
ized by unchanged money incomes but lower 
real incomes, as compared with Variant I. 
There are no reliabie empirical data on the 
basis of which the response of aggregate 
consumers’ expenditure, out of a given 
money income, to changes in the price level 
could be determined. On general grounds it 
appears probable that, if prices are raised 
and are expected to remain at the new level, 
consumers’ expenditure will go up too; but 
the increase in expenditure will be less than 
in proportion to the price change and, con- 
sequently, smaller quantities of goods will 
be purchased. In other words, the price elas- 
ticity of the aggregate consumers’ demand 
is probably less than unity but higher than 
zero. The income-generating effect of addi- 
tional replacement investment, produced in 
the capital goods industries, will not be 
entirely offset by the depressing effect of 
higher costs and prices on the demand for 
consumers’ goods as long as the price elas- 
ticity remains within this range. But there 
will be a partial offsetting effect; and it will 
be the stronger, the closer the elasticity is to 
unity. (In Variant II the elasticity was as- 
sumed to be unity and the offset was com- 
plete.)® 

In Variants I and II money profits and 
money wage rates were held constant, while 
prices were allowed to change in accordance 
with costs. The entrepreneurs might, how- 
ever, react to a rise in costs by cutting wage 
rates and/or their own profits, while leaving 
prices unchanged. In such an event there 
would be a diminution in consumers’ money 
incomes as well as in real incomes. The ag- 
gregate expenditure on consumers’ goods 
would probably decline, though less than in 
proportion to the change in income.’ Con- 

* If the price elasticity of the aggregate consum- 
ers’ demand were higher than unity, a general in- 
crease in prices would result in a smaller aggre- 
gate consumers’ expenditure, and an increase in 
replacement investment would tend to diminish 
rather than increase national income and employ- 
ment. 


? The income elasticity of the demand for con- 
sumers’ goods is not likely to be the same for the 
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sequently, there would also be an offset 
(probably a partial one) to the income-gen- 
erating effect of additional replacement in- 
vestment under the conditions of fixed 
prices but variable money incomes. 

In the above examples the entrepreneurs 
were taken to increase replacement invest- 
ment practically simultaneously with the 
rise in capital consumption. If actual re- 
placements are postponed—while depreci- 
ation accruals and prices are increased— 
and if cash is hoarded by the entrepreneurs 
on a significant scale, this will, of course, 
constitute another factor tending to depress 
national income and employment. 


III 


We shall now consider situations in which 
the amount of replacement investment is 
affected by government regulations with re- 
spect to depreciation rates. In the United 
States (as distinct, for instance, from Eng- 
land), the government normally does not 
prescribe definite rates for specific assets. 
The taxpayers are allowed to fix the rates 
as they see fit, although they may always 
be asked by the tax authorities to furnish 
evidence that the rates used are not exces- 
sive. Should the authorities decide that the 
rates are excessive, they may demand a re- 
duction in the amount of depreciation al- 
lowance and a corresponding increase in the 
amount of taxable income. But the tax- 
payers are not obliged, in such a case, to 
change the rate used for their own account- 
ing purposes. Thus, there may be a differ- 
ence between “tax” depreciation and 
“book” depreciation. It is known that in 
some individual cases the two amounts have 
indeed differed considerably. However, 
there is reason to believe that for the econ- 
omy as a whole the discrepancy has not been 
substantial in the past.® 


entrepreneurs as for the wage-earners. One would 
expect, therefore, that the effect of higher replace- 
ment investment would vary according as it led 
primarily to a reduction in profits or to a reduction 
in wages. 

_ *Cf. S. Fabricant, Capital Consumption and Ad- 
Jusiment (New York: National Bureau of Eco- 
nomic Research, 1938), p. 77. 
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In 1940 a special five-year rate was set by 
the government for amortizing emergency 
plant facilities. It appears that, with pos- 
sible minor exceptions, the enterprises con- 
cerned have used the 20 per cent rate for 
their own accounting as well as for tax-com- 
puting purposes. This higher rate was es- 
tablished as an emergency measure in order 
to stimulate investment in capital assets re- 
quired for armament production. In a war- 
time economy, with the government’s de- 
mand being a dominant factor, the increase 
in costs resulting from greater depreciation 
allowances was not a major consideration. 
What would happen, however, if the gevern- 
ment embarked upon a policy of allowing 
higher “tax” depreciation rates in peace- 
time, when there is no substantial arma- 
ment production? How would this affect na- 
tional income and employment? 

An increase in “tax” rates may or may 
not induce business enterprises to change 
their own “book” rates. And an increase in 
“book” rates again may or may not lead to 
a change in the rate at which machinery is 
actually scrapped and replaced. The most 
direct result of an increase in “tax” depre- 
ciation rates would be a reduction in the 
amount of taxable income and, consequent- 
ly, in the amount of tax to be paid. If the 
“book” rates of business enterprises remain 
unchanged, net income before taxes (not the 
taxable income but the one computed for the 
companies’ own records) will remain un- 
changed too, and net income after taxes will 
be larger (because the tax is smaller). An 
increase in net income may be expected to 
bring about an expansion of private invest- 
ment. Not only will additional capital equip- 
ment be installed, but there will be more 
scrapping and replacing of partially depre- 
ciated equipment.’ A greater amount of 


* Especially if higher “tax” depreciation rates 
are allowed only on newly acquired capital assets. 
As explained on pp. 352-53, all scrappings on ac- 
count of obsolescence are included in this discussion 
in capital consumption. Consequently, replacement 
investment is defined as that part of total invest- 
ment which corresponds (in terms of value) to 
actual wear and tear in production as well as all 
losses due to obsolescence. 
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scrapping will tend to increase the average 
cost of production. But this increase need 
not, in the case now considered, lead to 
either higher prices or lower profits, as com- 
pared with the situation prior to the rise in 
“tax” depreciation rates. Higher levels of 
profits will make it worth while for the 
entrepreneurs to incur additional costs in- 
volved in modernizing their plants. They 
will be in a position to make the necessary 
outlays without raising prices for their prod- 
ucts and without reducing their profits be- 
low the levels that prevailed prior to the in- 
troduction of new “tax” depreciation rates. 
Thus there should be no adverse change 
in the purchasing power of either the 
entrepreneurs or the wage-earners and no 
depressing effect on the demand for con- 
sumers’ goods which, in the earlier ex- 
amples, was found to be a factor offsetting 
the income-generating effect of additional 
replacement investment, produced in the 
capital goods industries. 

We are, then, confronted with a situation 
in which an increment of replacement in- 
vestment may produce a multiple effect on 
national income and employment fully com- 
parable to that produced by an equal incre- 
ment of net investment. This is so because 
the cost of additional replacements is, in ef- 
fect, absorbed here by the government 
through tax-alleviating measures. From the 
standpoint of the effect on income and em- 
ployment, this situation is not essentially 
different from that which would arise if the 
government asked private firms to scrap 
plants located at certain points (e.g., for 
reasons of national defense) and provided 
them with funds for building similar plants 
at other locations. Of course, the multiple 
effect of additional replacement investment 
—whether this investment is brought about 
by tax-relief measures or by special pay- 
ments by the government to private firms— 
may be entirely offset by changes in other 
government expenditures. If a decrease in 
tax receipts from business enterprises com- 
pelled the government to reduce some of its 
other expenditures, net income and employ- 
ment might fail to expand despite greater 


S. P. DOBROVOLSKY 


private investment. On the other hand, if a 
decrease in tax receipts were compensated 
by additional borrowing and the level of 
government expenditures were maintained, 
one would expect an expansion of net in- 
come and of employment. It is interesting 
to note that, while in the latter case it is the 
government who would obtain new money 
by borrowing, the level of government ex- 
penditures would remain unchanged. The 
new money would be used for payments 
that were previously made with money re- 
ceived as taxes. But the entrepreneurs 
would now have more money at their dis- 
posal because of the change in the tax pol- 
icy. Consequently, the entrepreneurs—not 
the government—would, in effect, be in- 
jecting new money into the flow of pay- 
ments. 

A different situation would arise if 
“book” rates were increased pari passu with 
“tax” rates and if business enterprises could 
be prevailed upon to scrap and replace all 
equipment as soon as it became fully de- 
preciated on their books. The entrepreneurs 
would then be confronted with an increase 
in costs greater than the increase in profits 
which resulted from the lowering of taxes.’ 
Higher prices would have to be charged for 
products, or profits would have to become 
lower. In either case the aggregate demand 
for consumers’ goods would probably be ad- 
versely affected and there would be a de- 
cline in employment in consumers’ goods 
industries unless the aggregate demand for 
consumers’ goods proved to be entirely in- 
elastic. Furthermore, if profits were reduced 
substantially, the output of the capital 
goods industries might not show any in- 
crease, despite the greater rate of replace- 
ments. For it might be that under the new 
conditions some investment projects would 
no longer look attractive to the entrepre- 
neurs and the amount of net private invest- 
ment would fall off. 

Should an advance in “tax” and “book” 


© Costs would be raised by the entire increment 
of depreciation allowances, while taxes would be 
reduced by only a fraction of that increment. 
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depreciation rates be accompanied by an ac- 
cumulation of cash rather than an increase 
in actual replacement expenditures, this, of 
course, would tend to diminish the flow of 
payments. Higher depreciation rates would 
then be expected to result in a downward 
rather than an upward change in the levels 
of national income and of employment. 
Whether or not actual replacement ex- 
penditures are raised without delay, “ac- 
celerated depreciation” may produce vari- 
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ous further repercussions, which have not 
been taken into consideration above. Thus 
there may be changes in the entrepreneurs’ 
price and profit expectations, affecting to a 
considerable extent the volume of net pri- 
vate investment. It has been possible to 
consider only a few relatively simple situ- 
ations in this paper. Yet, it is hoped that the 
most important factors, relevant to the 
problem discussed, have not been left out of 
account. 


APPENDIX 


Let us define the following variables (in 
money terms): 
Y = gross national product, 
y = national income, 
C = consumption, 
I = net investment, 
R = replacement investment, 
P = prices. 
Model I.—Replacement investment is 


Then 


dy =C’dy+dI =—.-d1, 


dY =dy+R'dY = 


It can be seen that, on the above assump- 
tions, dy (increment of national income) 
will be the same regardless of the value of 
R’ (rate of change in replacement invest- 
ment). On the other hand, dY (increment of 
gross national product) will be the greater 
the larger the value of R’. 

6) In cases where price changes have an 
efiect on the propensity to consume, the 


Then 


ac 
dy 


ac, . a 
ay => dy+ P+ di = 


Since 


W=Cya=RI 


dy+—, 


assumed to be a function of the volume of 
production. 

a) In cases where price changes do not af- 
fect the propensity to consume, the follow- 
ing equations may be assumed to hold: 

y=C+I, 
Y=y+Rk, 
C=C(y), 
R=R(Y). 
1 
a (1) 


. dl. (2) 


following equations may be assumed to 
hold: 
y=C+I, 
—V=ytR, 
Cc =C(y, P) ’ 
P=P(y, R),* 
R=R(Y). 
ac [= 


aP 
5y 19+ Sp aR] + aI. 


OP La 


dR =R'dy =R'd(y +R) = 7, dy, 


* Prices are assumed to vary with costs, costs being determined by y (national income = payments to 
factors of production) and R (replacement investment). In this paper attention is confined to price 


changes caused by changes in R. 
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it follows that 
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-dI 





aC @OCAP dC AP R’ 


-dI. 





In this case, neither dY nor dy will re- 
main the same if R’ is changed. Whether or 
not a greater R’ will tend to strengthen the 
multiplier effect will depend on the signs and 
values of the partial derivatives concerned. 
The multiplier will be positive as long as the 
value of the entire denominator remains 
positive. Assuming this to be a normal case, 
it can be seen that a greater R’ will strength- 
en the multiplier if it reduces the denomina- 
tor. Such will be the case if 0C/d0P and 
@P/dR are both positive. On the other hand, 
if 0C/dP is negative, while 0P/OR is pos- 

1 


itive, a greater R’ will mean a larger denomi- 
nator and, consequently, a weaker multiplier. 


Model II.—Changes in replacement in- 
vestment are assumed to be caused by an 
exogenous factor (e.g., government regula- 
tion). 


a) If price changes do not affect the pro- 
pensity to consume, the equation for na- 
tional income (Equation [1]) will remain un- 
changed. The equation for gross national 
product, however, must now be written in 
the following form: 


dY =——_,, dI+ aR. 


1—C” 


b) If price changes have an effect on the propensity to consume, then 


ac 
iho 
y7=3 


We may write for brevity 


1 
an 
dy OP dy 
aC oP 
@P AR 
1 aC ac oP 





Then 


> ac aC ac [aP oP 


1 








ac ac ap It 


= M, =net investment multiplier , 


= Mz = replacement investment multiplier . 


dy =M;dI+MpdR 


and 


d¥Y =M,dI+MrdR+dR=M,dI+ (Met+1) aR. 
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PRITCHARD ON THE FEDERAL RESERVE BANK NOTE: COMMENT 


E. A. GOLDENWEISER 


N His recent article Mr. Pritchard presents 
| an excellent description and analysis of 
the history of the Federal Reserve bank 
note.’ This note has had an interesting life, 
or series of lives, since the passage of the 
Federal Reserve Act in 1913. Initially, it was 
intended to be the means for the painless 
extinction of National bank notes and the 
substitution for them of Federal Reserve 
currency. In its second incarnation, the 
Federal Reserve bank note was a device for 
handling transactions in connection with the 
loan of silver to India after the first World 
War. The note’s third appearance, during 
the banking crisis of 1933, was intended to 
liquefy frozen bank assets with which the 
more supercilious Federal Reserve note 
could have no traffic. Finally, in 1942, the 
Federal Reserve bank note answered the call 
to arms by saving man-power and material 
for vital war needs. Since 1945 the note, 
having done its bit to serve the country 
honorably in all its incarnations,’ is in a state 
of gradual transition to the nirvana of non- 
being to which all honorable bank notes 
must aspire. 

Mr. Pritchard accurately describes the 
note’s progress and frees its last appearance 
from aspersions cast upon it by unkind 
critics. He makes it clear that the issuance of 
Federal Reserve bank notes in 1942 was not 
a sly device for giving the Treasury credit 
without cost nor a means of immorally, and 
possibly illegally, increasing the reserves of 
the Federal Reserve banks. It is admirable 
of Mr. Pritchard to remove from the fast- 
fading memory of the innocent and valiant 
Federal Reserve bank note the taint of hav- 
ing been the instrument of human cunning 


‘Leland J. Pritchard, “The Federal Reserve 
Bank Note,” Journal of Political Economy, April, 
1947, pp. 157-66. 

*Its use to retire National bank notes was frus- 
trated by the great demand for currency after the 
outbreak of World War I. 


and unscrupulous monetary manipulation. 
From Mr. Pritchard’s recital the note 
emerges free from all moral blemish. But, 
alas! its champion does not clear it from 
having been, in its last incarnation, the 
product of human ineptitude—in fact, he 
dubs it the child of an administrative faux 
pas! 

It is with this conclusion that the present 
writer wishes to take issue. What causes 
Mr. Pritchard to despair of finding a ra- 
tional explanation for the Federal Reserve 
bank note episode in question is his confu- 
sion of two entirely distinct decisions taken 
in the matter: (1) the decision to issue the 
notes at all in 1942 and (2) the decision to 
wipe out the Federal Reserve banks’ lia- 
bility for the notes immediately after their 
issuance. This was done by paying to the 
Treasury the face amount of the issue, thus 
merging the note into the assorted company 
of Treasury currencies where it could for- 
gather with its cousin, the National bank 
note, and with other departing spirits of the 
moneys of yesteryear. 

The first decision was made for the sole 
reason given at the time by Chairman Eccles 
of the Board of Governors and by members 
of his staff. There were $660 million of Fed- 
eral Reserve bank notes already printed and 
lying idle at a time when money of all kinds 
was being drafted to help fight the war. By 
mobilizing these notes 225 thousand man- 
hours, 45 tons of paper, and other valuable 
and scarce materials would be released for 
the country’s service. The Federal Reserve 
bank note was no conscientious objector and 
needed no further reason for emerging from 
its fruitless retirement. The country’s war 
needs were a sufficient motive to bring it 
into action. 

The other decision was far removed from 
the field of combat and was concerned solely 
with bookkeeping entries in the records of 
the Treasury and the Federal Reserve. The 
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notes were changed from Federal Reserve 
bank to Treasury liabilities by payment to 
the Treasury, crediting the Treasury ac- 
count at the Federal Reserve banks. This 
procedure had the sanction of law, as was 
pointed out to Congress by the Board’s at- 
torney, who cited a Treasury regulation as 
authority. This method was the same as 
that previously used in retiring Federal Re- 
serve bank notes and National bank notes, 
as the present writer indicated in a state- 
ment to which Mr. Pritchard, with little 
justice, takes exception. The reason for this 
transfer of liability was an earthy one, 
namely, that it relieved the Federal Re- 
serve banks of the necessity of paying an 
interest charge of } per cent to the Treasury. 
This charge would have exceeded $3 million, 
an amount equal to the total earnings, above 
expenses and statutory dividends, of the 
Federal Reserve banks in that year. When 
the decision was made early in the year, 
moreover, it was not clear whether the Fed- 
eral Reserve banks would come out even on 
the year’s operations. The rapid growth in 
the Federal Reserve banks’ holdings of 


United States government obligations (and 
consequently in the banks’ earnings) did not 
get under way until the middle of the year. 
The issuance of the notes added nothing to 
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the Federal Reserve banks’ earnings; they 
were in a position to meet all the demands 
for currency by paying out Federal Reserve 
notes which require no interest payments to 
the Treasury. The Federal Reserve bank 
notes were drafted by the government for 
war purposes and it was proper that they 
should be wards of the Treasury rather than 
of the Federal Reserve banks. 

The Federal Reserve System has only re- 
cently demonstrated by action that it is not 
interested in retaining its earnings above 
expenses. Under the present law there is no 
provision for a franchise tax or other par- 
ticipation of the Treasury in the earnings of 
the Federal Reserve banks. But the Board of 
Governors has authority to charge the Fed- 
eral Reserve banks interest on such of their 
Federal Reserve notes as are not secured by 
gold certificates. Now that the earnings of 
the Federal Reserve banks are above their 
requirements, this interest charge is being 
levied and the proceeds turned over to the 
Treasury. At the present rate, the Treasury 
will receive from this source a revenue of 
$60 million in 1947. This, however, is an- 
other story. 


INSTITUTE FOR ADVANCED STUDY 
PRINCETON, N.J. 


A REPLY 


LELAND J. PRITCHARD 


E justification for the particular meth- 

od by which the Federal Reserve bank 
notes were put into circulation during the 
period December, 1942—November, 1943, 
was, to use Mr. Goldenweiser’s phraseology, 
“an earthy one.” It was based on the prac- 
tical consideration that, if the notes had 
been put into circulation in the orthodox 
fashion (viz., as liabilities of the issuing 
Federal Reserve banks), the Reserve banks 
would have been subject to an annual charge 
of 4 of 1 per cent on the notes outstanding. 


This charge, he states “. . . . would have to- 
taled over three million dollars in a year 
when this amount equaled all the Federal 
Reserve banks earned above expenses and 
statutory dividends.” 

This statement provides a very practical 
reason for the manner in which the notes 
were issued and, if the critic is of a generous 
frame of mind, it might be considered suffi- 
cient justification for the Board’s accounting 
hocus-pocus in putting the notes into circu- 
lation—if the Board was warranted at that 
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time in assuming that no offsetting expan- 
sion in Reserve bank credit was justified or 
probable. 

The record shows, however, that Reserve 
bank credit began to expand rapidly in the 
second quarter of 1942 and that by the end 
of that year there was a net expansion of 
Reserve bank credit of approximately four 
billion dollars. The writer considers it an 
administrative faux pas that the Reserve 
authorities did not assume before December, 
1942, that there would be further extensive 
expansions in Reserve bax credit in view of 
the commitments made by the Board on De- 
cember 8, 1941, to provide the necessary re- 
serves to the banking system and in other 
ways to assure ample funds for the financing 
of the war. The year 1942 witnessed an un- 
precedented withdrawal of currency from 
the banks, the excess reserves of member 
banks fell steadily, and the federal deficit 
grew at an accelerated rate. No logical basis 
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would seem to have existed for assuming 
that the year 1943 would bring a reversal of 
these developments, all of which pointed to 
a further expansion of Reserve bank credit 
and earnings. 

Of course, it is true that, in order to meet 
currency withdrawals, the member banks 
could have converted their deposits with the 
Federal Reserve banks into Federal Reserve 
bank notes to the full limit of $660 million 
without seriously hampering their ability to 
assist in the financing of the war and without 
the necessity of any expansion of Reserve 
bank credit. But the fact that this could 
have been done provides no reason for as- 
suming (as implied by Mr. Goldenweiser’s 
explanation) that, if the notes were put into 
circulation as liabilities of the Reserve 
banks, they had to, or would, be put into 
circulation without an offsetting increase in 
the earning assets of the Reserve banks. 


UNIVERSITY OF KANSAS 
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Lapses from Full Employment. By A. C. Picov. 
New York: Macmillan Co., 1945. Pp. viii+ 73. 
$1.50. 


“The purpose of this little book is to provide 
a background for the discussion of practical 
schemes for attacking the problem of unem- 
ployment.” Professor Pigou “tried to make it 
simple and intelligible, at the cost of a little 
trouble, to readers not trained in economics.” 
In general, such a venture deserves nothing but 
praise. The gap between technical economic 
works and ideas usually fed to the general pub- 
lic is very wide indeed. Even though a number 
of excellent books and symposia have appeared 
in the last few years and helped to bridge this 
gap, there is plenty of room still left, so that 
when an economist of Pigou’s stature addresses 
the general reader, there is every reason for high 
hopes. But in this particular case, I fear, these 
hopes will be disappointed. 

The author admits in the Preface that parts 
of the argument will be difficult for unpracticed 
readers and may be for others as well. But this 
is not the main trouble. When a book discusses 
a subject which is both interesting and alive, 
even the general reader will make an effort to 
understand. What Pigou did, however, was to 
introduce so many simplifying assumptions and 
to carry the argument on so abstract a level that 
he stripped it of the most interesting questions. 
And what is left will be found a rather dry diet 
for the layman and the economist alike. 

Pigou begins by taking issue with Sir William 
Beveridge and others regarding the meaning of 
the expression “full employment,” which he 
prefers to define in the literal sense, i.e., the i00 
per cent employment of the labor force. It is 
with the lapses from this level that the book is 
concerned, or, more exactly, how these lapses 
are affected by three factors: the level of wage 
rates, disturbances in the demand for labor, and 
movements of labor. 

For this purpose he has to build an analytical 
apparatus to deal with the relationship between 
wage levels and employment. He does not, of 
course, regard money demand for labor inde- 
pendent of wage levels. The exact relationship 
between them depends on the existing monetary 
arrangements. But before going further, Pigou 


explicitly excludes (p. 10) any effects which ex- 
pectations of future changes in wage rates car 
exert on the present demand for labor. In theo- 
retical economics, any assumption (not incon- 
sistent with others) can be made, even though 
it may limit the usefulness of conclusions. But 
when expectations are assumed away in a book 
intended for the popular reader, who, after all, 
is interested in results rather than in theoretical 
reasoning, however elegant, most of the useful- 
ness of the work is gone. And to make matters 
worse, the author reveals that his discussion re- 


fers to “. ... stable conditions ....” in which 
“the expected rate of return from real invest- 
ment .... 4s equivalent to the rate of interest”! 
(p. 13). 


The first type of monetary arrangement dis- 
cussed by the author is one in which the stock 
of money is constant and divided into two 
parts—the active and the passive. The active 
part has a fixed income velocity, but the rela- 
tive size of the active and passive parts depends 
on the rate of interest. The higher the interest 
rate, the greater is the active, relative to the pas- 
sive, part. 

Now, if wages fall, the rate of interest falls, 
too; therefore the active stock of money shrinks, 
and income and money demand for labor are 
reduced. This is the first conclusion. But the 
lower interest rate indicates an increase in real 
saving, which, in turn, is caused by a larger 
real income, and, therefore, increased employ- 
ment. In other words, a fall in wages results in a 
less than proportional reduction in money in- 
come and money demand for labor; hence a 
fall in wages increases employment. 

I do hope that I have not done an injustice to 
Pigou’s reasoning. I must confess that I had to 
read that passage (pp. 13-14) several times, and 
I am still not sure that I understood it correctly. 
The difficulty is that the author, probably in 
order to save space and also to simplify the ar- 
guments, does not bring out the causal connec- 
tion between his variables. He just states his 
conclusions and then proves them by showing 
that their denial would lead to contradictions, 
method which may be formally correct but 
which in the end undoubtedly leaves the read- 
er, and-particularly the popular reader, pet 
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plexed. The whole essence of Pigou’s argument 
hinges on the reduction in interest rate brought 
about by the fall in wages and the increase in 
real output caused by the fall in the interest 
rate. But since, at the beginning of the discus- 
sion, we are told that money income and money 
demand for labor are proportional to the active 
part of the money stock and since the latter is 
directly related to the interest rate, it is very 
hard to escape the impression that it is the rise 
rather than the fall in the interest rate that 
leads to increased employment. And yet the 
whole demonstration of the relationship be- 
tween a change in wages and a change in em- 
ployment which Pigou is trying to give can be 
presented in a more direct and simple form—for 
instance, along the lines of A. P. Lerner’s “eight 
steps.””* And in fairness to the reader, the author 
should have clearly stated the set of assump- 
tions required by this process, the absence of 
monopolistic practices among entrepreneurs be- 
ing, of course, one of them. 

Pigou next examines a few other monetary 
arrangements, and comes to the conclusion 
that “....subject to the exception noted 
above, full employment could be secured by an 
appropriate manipulation of money wage rates. 
Moreover, a once-for-all manipulation would 
suffice” (italics mine). This last sentence re- 
veals the vast difference between Pigou’s world 
and the real world—a difference which I can 
only hope the popular reader will be aware of. 

Having thus settled to his satisfaction the 
question of the relation of wage rates to em- 
ployment, the author briefly compares the clas- 
sical and the Keynesian points of view. Here he 
makes a statement which, whether the reader 
finds it acceptable or not, is quite interesting. 
As is well known, Keynes explains the termina- 
tion of the downward movement over the cycle 
by the fact that as income falls, savings are 
drastically reduced, and eventually (in net 
terms) become equal to zero or even negative. 
Pigou explains the fall of savings differently. As 
prices fall, the real value of liquid assets in the 
hands of consumers and others rises; therefore 
their further accumulation stops. 

The remaining part of the book (as a matter 
of fact, 40 pages out of 73) is devoted to the 
consideration of problems of the following type: 
Suppose that wage rates are not uniform 
throughout the economy; how will that affect 


"Abba P. Lerner, Economics of Control (New 
York: Macmillan Co., 1944), pp. 281-84. 





aggregate employment? Or suppose that de- 
mand for labor oscillates around a given level, 
while wages (a) remain stable, (5) fluctuate 
around a given average level, or (c) change in 
terms of their average level itself; how will these 
disturbances affect aggregate employment? All 
these problems are solved by the author with 
logical ingenuity and elegance but, being treated 
in so abstract and unreal a fashion, are not par- 
ticularly interesting and will hardly satisfy the 
reader’s curiosity. 

In chapter viii, and again on the last three 
pages, Pigou makes a few short remarks about 
what may yet become the most difficult ob- 
stacle on the path to full employment, namely, 
the rise in wage rates under union pressure as 
unemployment disappears. Finding their bar- 
gaining position improving, unions will be able 
to demand and to secure raises which may 
easily exceed the corresponding increases in 
productivity. Society will then be faced with an 
uneasy choice as among continuous inflation, 
the maintenance of sufficient unemployment to 
keep wages down, and direct wage controls, un- 
less the unions themselves have enough re- 
straint. The first three measures are distasteful 
to our social and economic philosophy, and the 
last one—union restraint—has yet to be tested. 

The problem is undoubtedly serious. Pigou 
might have added, however, that the danger 
comes not only from labor unions but from 
monopolists of any kind. All of them, seeing in- 
come and demand rising, will try to raise prices. 
Will it then be possible to reach and maintain 
full employment, “full” enough to avoid the 
misery and insecurity of a depression, but not so 
“full” as to invite the chaos of an inflation? 
This, indeed, will be the basic test of “full em- 
ployment in a free society.” 

Evsey D. DomAR 


Carnegie Institute of Technology 


The Bogey of Economic Maturity. By GrorcE 
TERBORGH. Chicago: Machinery and Allied 
Products Institute, 1945. $3.00. 


This vigorous and entertaining polemic is di- 
rected against the views of Alvin Hansen and 
others. A thumbnail sketch of their opinions 
should focus the argument. A future national in- 
come whose production would require “full” em- 
ployment could not consist of as high a percent- 
age of capital goods as in former times. This fol- 
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lows since the inducements to physical invest- 
ment, provided (1) by the opening of new terri- 
tory to development, (2) by the more rapid 
former growth of population, and, as these 
waned, (3) by the possibilities of electrification 
and the automobile, and, to some extent, (4) by 
the foreign situation, have greatly diminished; 
and there is nothing in sight (after a temporary 
postwar boom) to take their place. On the other 
hand, a national product of the size desired 
could not consist of a lower percentage of invest- 
ment goods and a higher percentage of consump- 
tion goods than formerly, because of firmly im- 
bedded “customs, habits, and institutional ar- 
rangements” which would make people insist on 
saving, at any specified percentage of full em- 
ployment, as much as they once did. Full em- 
ployment is impossible unless the dilemma is 
avoided by heavy governmental spending or in- 
vestment, combined perhaps with a fiscal policy 
designed to neutralize, absorb, or discourage 
private saving. 

Terborgh does not think the frontier ever 
amounted to much as an opportunity for capital 
formation. He endeavors to show by figures that 
the percentage growth of man-made wealth in 
the various states of the Union is not correlated 
inversely with their distance in time from the 
frontier. His measure of that distance, however, 
is extremely crude, and his argument seems to 
assume that the effect of opening new territory 
must be felt primarily on the frontier and close 
to the time of initial settlement. His own figures, 
at their face value, show that the stock of capital 
facilities grows rapidly for some decades after 
the frontier stage but that the growth eventual- 
ly tapers off. Yet his observation, that if there is 
an “afterglow” its most active manifestation 
may still be ahead of us, seems just. 

He also endeavors to disprove any connection 
between rates of population growth and rates of 
physical investment by comparisons among dif- 
ferent countries. But so many other factors— 
political stability, for example—affect the com- 
parisons that one distrusts them. Lacking esti- 
mates of investment, he substitutes growth of 
national income or of industrial production; the 
justification offered for the substitution seems 
inadequate. Similar comparisons are made for 
different decades in one country. In fact, Ter- 
borgh admits that “population growth generates 
investment opportunities that are lacking in its 
absence” (p. 46). The real question is whether 
other opportunities can be counted on to offset 
their disappearance. The difference between the 


author and Hansen seems to be one of degree of 
faith in private enterprise. 

On the other side of the equilibrium, Ter- 
borgh holds, in effect, that the schedule of per- 
centages of income that would be saved at vari- 
ous percentages of full employment has fallen, 
for reasons more or less independent of recent 
fiscal policy. Here he makes some very ingenious 
suggestions. A more slowly growing population 
is a more rapidly aging population, and old peo- 
ple dissave. There is a trend toward provision 
for senescence by annuities, which involves dis- 
sipation of principal as well as living on interest. 
Heavy progressive income taxes, legacy of the 
war, will reduce saving for a long time to come. 

The author also makes some penetrating re- 
marks on the relation between savings and in- 
vestment. Much of the former is linked to the 
latter: a man who uses $10,000 to start a busi- 
ness or buy stock in an expanding enterprise 
would not necessarily hoard it if such an oppor- 
tunity were not available. Depreciation allow- 
ances are often not earned and, if not, cannot be 
hoarded. They are not necessarily held for capi- 
tal purposes even if earned. In spite of them, en- 
terprises dissaved heavily in the years of deep 
depression. If the rate of accumulation of plant 
and equipment does diminish, replacement will 
tend to overtake depreciation. 

Some of these points call for more quantita- 
tive investigation than the author was able to 
give them. On the other hand, he does show that 
the maturity doctrine needs more empirical sup- 
port than it seems to have received, and he asks 
some questions about how that support could 
be provided which are hard to answer. 


THoR HULTGREN 


National Bureau of Economic Research 


Le Corporatisme. By AuGusTE Murat. (“Les 
Doctrines sociales,” collection publiée sous la 
direction de GafTtaN Prrov.) Paris: Les 
Publications Techniques, 1944. Pp. xiv+212. 


The pervasiveness of monopoly power and 
the intensity of industrial fluctuations have ren- 
dered the French economy vulnerable to revolu- 
tion of the left or to authoritarian fascism of the 
right. Murat suggests a middle course in the 
form of a state socialism which he calls non- 
authoritarian corporatism. He proposes a social 
system in which concern for the collective inter- 
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est and common good will put an end to the 
class struggle. 

The author is at such pains to indicate the 
imperfections of France’s pre-war economic in- 
stitutions—in terms of the conditions of the 
working classes, trade-unionism, the requisites 
of economic equilibrium, needs, and markets— 
that he discusses his own brand of corporatism 
largely by indirection. As a result, the reader is 
left pretty much in the dark as to the specifica- 
tions of the plan and, worse still, becomes suspi- 
cious when the author repeatedly warns that his 
“brand” of corporatism can degenerate into the 
authoritarian form. The book is, thus, of inter- 
est mainly as indicating how some economists— 
writing under the very noses of the Nazis—were 
able to criticize, more or less effectively, au- 
thoritarian institutions. 

Doctrinally speaking, the book reflects 
throughout the slowly developing Continental 
thinking in economics. There is, for instance, 
not the slightest reference to, or use of, the vast 
English, American, and Scandinavian literature 
in the monetary and business-cycle fields. Not a 
word is said about the rich potentialities of 
enlightened fiscal and public works policy with- 
in the framework of essentially capitalist insti- 
tutions. Instead, one gets an overdose of philo- 
sophic provincialism and spurious liberalism. 


VIRGIL SALERA 
University of Texas 


International Economic Co-operation. By J. 
TINBERGEN. New York: Elsevier Pub. Co., 
Inc., 1945. Pp. 208. $4.00. 


Professor Tinbergen wrote this book in 1944, 
while the Netherlands was occupied by the Ger- 
mans and before the pattern of postwar interna- 
tional economic organization had been clearly 
developed. The book is a plea for less autarky in 
economic affairs and for a reduction of the bar- 
riers to international trade and finance which 
grew up in the pre-war decade and during the 
war. Like many of his contemporaries both in 
the United States and in Europe, Tinbergen, 
impressed by the unhappy experience of the 
thirties, feels that a high and stable level of out- 
put and demand in the industrial nations is in- 
dispensable to the success of any plan for inter- 
national economic co-operation. He emphasizes 
repeatedly that a slump mentality, which leads 
to attempts to curtail imports and expand ex- 





ports, is incompatible with a relatively free flow 
of international trade and with stability of ex- 
change rates. 

The program for economic co-operation, 
which was developed by the author while he was 
isolated from economists of other nations, bears 
a striking resemblance to the program embodied 
in the Bretton Woods agreements and in the 
Department of State proposals for an interna- 
tional conference on trade and employment. 
Tinbergen favors exchange rates which are 
stable without being rigid, and realizes that an 
international monetary reserve will be necessary 
to achieve this objective. He sees, too, that sub- 
stantial loans from wealthy countries, such as 
the United States, to countries devastated by 
the war will hasten the return of relatively free 
trade. The international trade envisaged by 
Tinbergen is not free trade in the familiar sense, 
however, but trade conducted under rules and 
regulations to be administered by some inter- 
national authority. Although the suggestions 
made by Tinbergen are, for the most part, fa- 
miliar to American economists, it is, neverthe- 
less, encouraging to find such views developing 
in countries which for many years have been 
isolated from the United States. 

The book is marred by a few technical errors 
and by a very poor translation from the Dutch. 
At one point, for example, Tinbergen, basing his 
argument upon the classical theory of compara- 
tive advantage, implies that free trade is always 
best for all countries. In adhering strictly to the 
classical argument, he overlooks the fact that 
individual countries may benefit from trade re- 
strictions through favorable repercussions upon 
their terms of trade, even though output for the 
world as a whole is thereby reduced. The book 
should not be judged by such technical points, 
however, since it is primarily a discussion of 
postwar international economic policy. As such, 
it is in accord with the views of many American 
economists and government officials. 


Lioyp A. METZLER 
University of Chicago 


Controlling World Trade: Cartels and Commodity 
Agreements. By Epwarp S. Mason. New 
York: McGraw-Hill Book Co., Inc., 1946. 
Pp. xi+ 289. $2.50. 

Professor Mason has in reality written two 
monographs. One, on private cartels, will per- 

haps be considered good economic history a 











decade from now; the other, on intergovern- 
mental commodity agreements, is a significant 
contribution to our understanding of intergov- 
ernmental arrangements designed to influence 
raw material prices, production, and trade. 

It is not unfair to classify the first half of the 
book as economic history. In the future, the 
state trading monopoly or the state-owned in- 
dustry will probably replace the private monop- 
olies necessary for the creation of cartels 
throughout Europe, Asia, and South America, if 
not in the rest of the world. Certainly the eco- 
nomic institutions of much of Europe will fall 
into this pattern. In fact, Mason, in concluding 
the section on cartels, rules out the significance 
of private monopolies in Germany and prophe- 
sies the emergence of public monopolies (p. 32; 
cf. pp. 47, 69). 

Contrary to the usual opinion expressed by 
economists, Mason approves of the export as- 
sociations permitted by the Webb-Pomerene 
law. This approval seems to rest more on the 
anticipated nature of the competition (from 
state trading agencies) to be faced in world mar- 
kets by American producers than on the merits 
of the operation of export associations in the 
past. Mason does not accept the usual argument 
that firms forming an association to share ex- 
port trade will also find it convenient to monop- 
olize domestic trade. Even though the author 
holds an apparently contradictory position at an 
earlier point (cf. pp. 47, 72), his argument for 
the continuation and possible expansion of ex- 
port associations seems compelling, if it is as- 
sumed that most foreign nations will resort to 
state trading agencies while the United States 
wishes to leave the conduct of foreign trade in 
private hands. 

Mason takes considerable pains to cut the 
ground from under the American zealots, prin- 
cipally in the Department of Justice, who have 
painted cartels as the embodiment of all evil, a 
cause of war, and a deterrent to American 
preparation in the last war. Mason argues that 
almost all of the activities of German cartels 
could be explained in terms of the profit mo- 
tive, and that the sinister hand of Hitler could 
be seen faintly, if at all. In the famous tungsten 
carbide case, the evidence points to the willing- 
ness and desire of the German partner of the 
cartel (Krupp) for a low American price and 

large volume American production. The Ameri- 
can firm (General Electric) seemed responsible 
for the high prices and low volume of produc- 
tion. 





366 BOOK REVIEWS 


Mason’s analysis of the effects of commodity 
agreements designed to stabilize prices and/or 
manage commodity surpluses is definitive on 
most points and issues. The conclusions with 
reference to policy are somewhat muddy. Mason 
apparently recognizes the indefiniteness of his 
conclusions and mentions the reasons in the last 
paragraph of the Preface. His failure either to 
strongly condemn or to strongly favor commod- 
ity agreements stems from indecision with re- 
spect to the functioning of political processes. 

Mason is concerned with two principal forms 
of commodity agreements—those relying on ex- 
port (or import) quotas and those utilizing 
buffer stocks or storage. Though recognizing the 
force of the traditional arguments against quota 
schemes, Mason considers them superior to the 
possible alternatives under certain circum- 
stances. If a commodity is now in chronic “sur- 
plus,” is there any short-run alternative except 
restriction on exports? Mason argues that there 
is not. Unilateral action in the form of heavy 
subsidies and export dumping may be much 
more disruptive to international trade than re- 
strictive commodity agreements. 

It is difficult to reconcile the author’s skepti- 
cism with regard to the workability of buffer 
stocks (except when accompanied by export 
quotas or production control) with his accept- 
ance of restrictive commodity agreements in- 
volving export quotas. In both cases consumer 
interests are unlikely to be given adequate rep- 
resentation, and essentially monopoly prices 
may prevail. In both cases prices may be set too 
high, in terms of the interests of producers as 
well as consumers. There are certain strong ar- 
guments which may be made against quota 
schemes that do not apply to buffer stocks, e.g., 
the former interfere with private trade and tend 
to freeze trade and production into the pattern 
of some past base period. 

The reviewer regrets that Mason did not go 
beyond the single commodity approach, which 
now seems to be emerging victorious in United 
States official circles. Buffer stocks, for exam- 
ple, viewed as a counter-cyclical device as well 
as a means of stabilizing raw material prices, 
may have advantages and merits not possible 
within the single commodity approach. If buffer 
stocks or some other device to stabilize raw 
material prices were adopted, commodity agree- 
ments could be limited to commodities suffering 
from “‘overproduction” due to excess resources. 
Thus the role of commodity agreements could 
be restricted to the problem of shifting resources 
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out of the production of certain “surplus’”’ com- 
modities. However, unless explicit general ac- 
tion is taken to soften the impacts of price in- 
stability, the single and restrictive commodity 
approach is likely to spread with disastrous ef- 
fects to multilateral and private trade. 


D. GALE JOHNSON 
University of Chicago 


Soviet Foreign Trade. By A. M. Bayxov. Prince- 
ton: Princeton University Press, 1946. Pp. 
x+100. $2.00. 

Russian-American Trade: A Study of the Soviet 
Foreign Trade Monopoly. By M. V. Con- 
poweE. Columbus, Ohio: Ohio State Univer- 
sity, 1946. Pp. xiii+160. 


These two short historical-statistical books, 
taken singly or jointly, provide a good descrip- 
tion of Soviet foreign trade and its management 
during the interwar period. Both books cover 
Soviet foreign trade generally, as well as Soviet- 
American trade, past and prospective; both give 
the czarist background; both describe Soviet 
foreign-trade administration; both cover foreign 
economic and financial relations generally, not 
simply commodity trade. 

A few of the salient facts of Soviet interwar 
trade may be noted: in no year did exports 
amount to more than 2.3 per cent (1932) of to- 
tal world exports, or imports to more than 2.7 
per cent (1931) of total world imports; for most 
years the figures were around 1 per cent. Ex- 
ports were mostly raw materials; imports were 
mostly industrial products. United States ex- 
ports to the U.S.S.R. amounted to around 2 per 
cent of total United States exports; United 
States imports from the U.S.S.R. to less than 
I per cent of total United States imports. For 
the years 1929-37 U.S.S.R. exports to the 
United States amounted to around s per cent of 
total U.S.S.R. exports; and U.S.S.R. imports 
from the United States amounted to about 12 
per cent of total Soviet imports. 

Both authors observe that Soviet trade was 
conducted on a multilateral basis, without bi- 
lateral balancing; but neither book gives a 
satisfying answer to the question of whether the 
Soviet foreign-trade monopoly was used in a 
discriminatory fashion during the interwar 
period, even though both authors seem agreed 
that the U.S.S.R. would like its foreign trade to 
be an instrument of general economic and po- 


litical bargaining. Perhaps no satisfying answer 
is possible in view of the small size of Soviet 
trade, both export and import, in the various 
commodity fields and in the trade of other 
countries. Although the Soviet shifted pur- 
chases from one country to another rather 
abruptly at times, the effects were obscure. 
Soviet sales policy has been criticized mainly 
in connection with the “dumping” episode of 
1931, which the two authors treat almost 
identically. Baykov calls it a “forced disposal 
of stocks necessitated by a dire need for foreign 
currency to meet maturing short-term credits” 
(p. 48). Condoide states that “the Soviet 
Union was forced to sell its exports at any price 
they would bring in order to pay for the im- 
ports which were absolutely necessary for the 
furtherance of the First Five-Year Plan” (p. 28). 

The two books shed little direct light on the 
question of whether the U.S.S.R. will, in the 
future, use its economic power to become a 
large factor in world trade. Condoide says in 
one place (p. 142) that “the fundamental basis 
on which the Soviet economic system operates 


[is] . . . . to become as self-sufficing as possible,” 
but in a footnote he observes that “‘there seems 
to be some evidence that .... the Soviet 


Union is willing to play an increasingly active 
role in world trade.” Baykov points to “far 
greater export resources” (p. 84) and the need 
for imports as an augury of expanded. trade in 
the near future. If the U.S.S.R. is soon going to 
become a large factor in world trade, its sales 
policy and buying policy will become matters of 
great importance to other countries, and tests 
of discriminatory behavior will become of 
practical, as well as of theoretical, interest. 

Of the two, Baykov’s book is the more care- 
fully written. Condoide’s book contains a num- 
ber of questionable statements—e.g., ‘“The eco- 
nomic independence so quickly achieved was 
paid for by low-priced exports which financed 
the importation of relatively expensive capital 
goods” (p. 35); “.... the Soviet Union does 
not usually import goods from countries pur- 
suing anti-Soviet policies” (p. 37); “The 
quantity and nature of the commodities as- 
signed for export are determined by the plan- 
ning organs of the state on the basis of the vol- 
ume of imports decided upon by them... .” 
(p. 38); “....in case of war on two fronts 
when Russia would be cut off from every con- 
tact with the Western world—the thing that 
actually happened during the first World War 


we 
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Both books are sprinkled with value-judg- 
ments and generalizations which lighten the 
reading, but these judgments and generaliza- 
tions do not clearly emerge from a mobilization 
of fact and an analysis directed to the answering 
of well-formulated questions of theory or policy. 
These books are histories, with commentary; 
they are not analytical studies. 


Joseru D. Coprock 
Washington, D.C. 


The Population of the Soviet Union: History and 
Prospects. By FRANK LORIMER. New York: 
Columbia University Press, 1946. Pp. xiv+ 
289. $4.00. 

With Russia and the United States facing 
each other as the two great powers of the atomic 
age, there has been a flood of articles in current 
periodicals and books on the frightening growth 
in Russia’s prolific population. Regarding this, 
Frank Lorimer’s study of the population of the 
Soviet Union arrives at conclusions differing 
little from those previously presented. What 
gives his study its great value is its detailed 
analysis and brilliant presentation of specific 
phases of Russian economic and social life as 
revealed in official census returns. His starting- 
point is the census of 1724, and he concludes 
with the census of 1939. The bulk of the book, 
however, is a thorough study of the most com- 
plete census of Russia ever made, that of 1926. 
The mass of raw material made available in this 
census alone amounted to fifty-six published 
volumes. 

Drawing on this rich mine of material; the 
author has made studies of such problems as in- 
ternal migration, ethnic composition, urbaniza- 
tion, variations in level of living, population in 
relation to resources, regional variations in re- 
production, trends of occupation and produc- 
tion. Some of these phases have been presented 
separately in journals, but nowhere so specifical- 
ly and nowhere so comprehensively in a single 
volume. 

Not least among the admirable qualities of 
this book is the lavish care applied in making it 
useful to the reader. One of a series of demo- 
graphic studies being prepared for the League 
of Nations by the Office of Population Research 
of Princeton University, the work received the 
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benefit of financial support from the Carnegie 
Corporation and the Milbank Memorial Fund 
and, as a League of Nations project, was able to 
draw upon the resources of various departments 
of the United States government. The reader 
who lacks experience in assimilating information 
presented in figures need have no qualms, 
There is ample text, clearly and interestingly 
written, and there are no less than twenty-two 
double-page tinted maps and thirty-one smaller 
figures and graphs to give visual reality to the 
statistical tables. And for those interested in 
further study, the Bibliography of five hundred 
and twelve titles is certainly definitive, at least 
for the present. 

The question, of course, arises as to the degree 
of reliability to be assigned to the basic statisti- 
cal material, either that gathered under the 
czars or that assembled by the Soviet govern- 
ment. Mr. Lorimer readily admits that much of 
the detail may be unreliable, but he has drawn 
widely upon the interpretations of other stu- 
dents of the various censuses as a check against 
error; and he claims no more than that, in spite 
of probable error in detail, the main trends 
emerge clearly and dependably. 

A few of Mr. Lorimer’s general conclusions 
are of particular interest. On the negative side 
is the immense deficit in human lives resulting 
from World War I and the revolution, from the 
hardships attendant upon the effort to indus- 
trialize overnight, and from World War II. In- 
cluding both excess deaths and the deficit of 
births during the last thirty years, the popula- 
tion of the Soviet Union, Mr. Lorimer con- 
cludes, is some fifty million short of the normal 
growth to have been expected. But on the posi- 
tive side there is the tremendous prospect for 
growth, not only in population but in industrial 
development, due to the fact that until very re- 
cently the backward Russian economy, at a low 
technological level, was able to utilize only a 
relatively small part of its vast natural re- 
sources. He cautions, however, that the war has 
wrought great changes in the form of material 
destruction, population shifts, and so on. As to 
these changes, there are as yet no figures avail- 
able. Moreover, predictions of things to come 
are dependent upon a cessation of the erratic 
movements that have characterized the last 
third of a century. 

OLIVER J. FREDERIKSEN 
Miami University 
Oxford, Ohio 
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Financing Business during the Transition. By 
CuarRLEs C. Assott. (“Committee for Eco- 
nomic Development Research Study.’”’) New 
York: McGraw-Hill Book Co., Inc., 1946. 
Pp. xii+141. $1.75. 


Professor Abbott’s study is divisible into two 
major segments: (1) a descriptive survey of the 
principal balance-sheet changes of corporations 
during the war period, and (2) an analysis of the 
ways in which these changes have influenced the 
demand for funds and of the alleged impedi- 
ments blocking the flow of funds to meet this 
demand. With respect to changes induced by 
the war, corporate output was enabled to ex- 
pand through more intensive use of assets and 
the acquisition of additional assets through the 
use of public funds. The return to peace calls for 
greatly increased private investment—a need 
resulting from the withdrawal of government 
contributions of funds, the decline in the value 
of the net capital assets of business corporations 
during the war, the obsolescence of war-created 
business assets, the decreased intensiveness with 
which assets can be used in peacetime, the high- 
er price level, and the fact that an expansion 
should take place in many lines of activity 
which suffered from the war, particularly in the 
trade and service industries. Abbott concludes 
that, if we are to achieve full employment with 
a national income of $140 billion, business will 
require from $15 to $20 billion more of current 
assets than it had in late 1944, assuming that the 
asset patterns of the pre-war period are to be re- 
stored. Also, if we are to have a national income 
of the indicated magnitude and a restoration of 
the 1929-39 relationship between fixed assets 
and gross volume of business done, there should 
be an increase of $75 to $100 billion in the fixed 
assets of business enterprises. However, a rela- 
tively large expansion of the distributive and 
service trades may bring about a permanent 
decline in the percentage of fixed assets to gross 
volume, which might reduce the required addi- 
tion to fixed assets to $50 billion. These esti- 
mates assume the price level prevailing in 1944. 

As business corporations worked through the 
transition in 1946 they acquired significant 
amounts of new funds, particularly during the 
latter half of the year. This new money was ob- 
‘ tained from the securities markets and from 
banks and other financial institutions. At the 
end of 1946 we had full employment (perhaps 
more than full employment) with accretions of 
new funds much smaller than the amounts set as 


goals by Abbott. However, the transition is not 
yet over. Business has maintained production at 
high levels through a continued intensive and 
efficient use of assets and the conversion of tem- 
porary investments into operating assets. But 
the acquisition of operating assets through the 
liquidation of government securities cannot con- 
tinue indefinitely at the pace of the past year, 
and the efficiency with which assets can be used 
will decline as consumer demand becomes less 
insistent. Business will continue to need funds. 

From what sources will these funds come? 
Abbott discusses this problem in the last two 
chapters, dealing, respectively, with the supply 
of short- and intermediate-term credit and with 
the supply of long-term funds. Of the various 
sources, internal financing is given insufficient 
attention. If corporate profits remain at high 
levels it is probable that a considerable part of 
the funds needed to accomplish the transition 
will come from retained earnings. 

With respect to what should be done to facili- 
tate the flow of outside funds into business, Ab- 
bott sets forth the problems which face public 
and private agencies in the determination of 
policy, but he is cautious—commendably so— 
in presenting solutions of these problems. Many 
of his recommendations are made as contingent 
possibilities. He could do little else; we simply 
are not sure what should be done about impedi- 
ments to the flow of funds. It is probable, how- 
ever, that we must look beyond the structure of 
the markets for funds to find the underlying 
causes of the damming of the flow. 

The author is most definite in stating recom- 
mendations at two points: (1) where doubt is 
expressed as to the desirability of providing for 
the insurance or guarantee of bank loans (with 
which doubt I am in sympathy, especially be- 
cause of the undesirability of assuming that the 
incurring of debt is the proper way to attack 
the capital problem), and (2) where the author 
seems to favor raising the limit on the permissi- 
ble exemption of new security issues from regis- 
tration with the Securities and Exchange Com- 
mission from $300,000 to $500,000 (which action 
I do not favor because of the investor’s need for 
as complete information as possible on small is- 
sues of small companies). 

Abbott summarizes his major recommenda- 
tions in excellent fashion (pp. 116-19). Only one 
of these need be mentioned here. It is stated that 
“a prime objective of public policy should be 
an efficient capital market organization 
No issue can be taken with this, but it is doubt- 
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ful if the best criterion of such an organization 
has been selected when it is said that such an 
organization should be “‘. . . . capable of hand- 
ling whatever amounts and kinds of securities 
corporate business may find it expedient to offer 
in order to achieve and maintain a high level of 
employment.” A capital market organization 
can supply only such funds as individuals and 
private and public agencies may save or create 
for the purchase of such securities as investors 
decide upon. 

MARSHALL D. KETCHUM 
University of Chicago 


Fiscal Policy, Taxation and Free Enterprise. By 
HARRY GUNNISON Brown. Columbia, Mo.: 
Lucas Bros., 1946. Pp. 133. 


Readers of this little book will not find the 
generalized treatment of the impact of fiscal 
policy on the economic system that they might 
expect from the title. The author aims rather at 
developing certain topics dealt with in earlier 
work and at providing supplementary reading 
for students in a course in economic principles. 
Subjects discussed are wartime price control in 
relation to taxation and subsidies, the danger of 
a mounting public debt, the achievement of full 
employment after the war, a definition of prof- 
its, an evaluation of the “ability-to-pay” prin- 
ciple of taxation, the incidence of a general out- 
put or a general sales tax, currency devaluation 
and international trade, and the meaning of a 
free enterprise system. Finally, as those ac- 
quainted with the author’s earlier work will an- 
ticipate, it is claimed that greater justice in tax- 
ation could be achieved through the appropria- 
tion of the annual rental value of sites and nat- 
ural resources. 

Criticism of a book of rather unrelated essays 
must be limited to comment on a few of the au- 
thor’s main propositions. With respect to war 
finance, it is pointed out that government bor- 
rowing from banks increased the volume of mon- 
ey, which led to the introduction of subsidies in 
an effort to hold down prices. But there is no 
satisfactory way to decide among the claimants 
for subsidies; therefore the war should have been 
financed by taxation. Economists will agree that 
taxes ought to have paid for a greater proportion 
of war expenditure, but many would see the ad- 
vantage of forcing the pace of war production 
through moderate increases in purchasing pow- 
er. A constantly rising public debt, even if do- 
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mestically held, is regarded as a serious matter, 
since, ultimately, interest payments can be ef- 
fected only through resort to taxes that discour- 
age output. The alternative is artificially low 
interest rates on government securities. If the 
Treasury printed greenbacks no interest would 
have to be paid at all, and the author believes 
that this instrument for overcoming a depres- 
sion has the further advantage of better control 
than that which it is possible to maintain over 
government borrowing from banks. 

The view is adopted that the fundamental 
explanation of the alternation of prosperity and 
depression “‘is to be found in changes in the vol- 
ume of the circulating medium” (p. 42). Wheth- 
er or not one concurs with this opinion, it may 
prove interesting to test the author’s conviction 
that so long as circulating medium continues to 
increase rapidly, each monopolitistic group, in- 
cluding labor, may be counted on to push up its 
own price fast enough to preclude full employ- 
ment. May we expect relief from strikes when de- 
mand deposits cease to grow? The author recom- 
mends a consistently antimonopolistic policy 
as the best means of counteracting this deterrent 
to price stability and full employment; unfortu- 
nately for the proposed solution, the free enter- 
prise system is shot through with this type of 
monopoly, and it is to be suspected that the 
energies of the control authorities tend to be ex- 
hausted in the more limited objective of mitigat- 
ing outright abuse of monopoly power. 

The author rightly points out that the abil- 
ity-to-pay principle of taxation, rigorously ap- 
plied, implies equal incomes to all, and that this 
“communistic terminus” must be accompanied 
by declining production. But the tax system of 
the United States (particularly when all levels 
of government are included) cannot be said to 
be closely geared to this principle, partly be- 
cause the views of those who fear adverse effects 
of taxes on production are always adequately 
set forth and taken account of at tax hearings. 
The chapter on “The Incidence of a General 
Output or a General Sales Tax” avoids the mis- 
leading conclusions that sometimes follow from 
the assumptions of classical analysis. The reader 
who wishes to pursue further the impact of 
recent economic theory on the incidence of sales 
taxation should also consult such a work as The 
Theory of Incidence of Sales Taxation by John F. 
Due. 

Changes in the Treasury buying price for 
gold are regarded as preferable to tariffs as 4 
means of maintaining equality between exports 
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and imports. Unfortunately, however, such ac- 
tion must be unilateral, and is bound to induce 
retaliation. The International Monetary Agree- 
ment provides for limited changes in the gold 
values of currencies, but it is generally held that, 
if used very often, the device is not compatible 
with harmonious international monetary rela- 
tions. 

In conclusion, it may be pointed out that 
certain chapters, particularly those on war 
finance, might well have been brought up to 
date. 

KENYON E. POOLE 
Brown University 


Government Assistance in FEighteenth-Century 
France. By SHELBY T. McCoy. Durham, 
N.C.: Duke University Press, 1946. Pp. xi+ 
496. $6.00. 

This authoritative study of public policy in 
France presents an important chapter in the his- 
tory of the development of the welfare state. 
Specialists in history have not been unaware of 
the scope of these aspects of social policy in 
France, but hitherto there has been no sig- 
nificant account of what was actually done. It 
was easy to pass over general statements of pol- 
icy as expressions of pious wishes devoid of 
serious purpose. Changed attitudes toward state 
action make it easier for us to appreciate the 
significance of the record, and McCloy gives us 
arichly documented account of both policy and 
achievement. 

The record begins toward the close of the 
reign of Louis XIV and continues through the 
revolutionary period. The state accepted full re- 
sponsibility for public welfare both in emergen- 
cies and in normal times. Unlike England, 
France placed the responsibility upon the cen- 
tral administration both for administration and 
finance. The range of effort covers a wide field. 
There are measures to relieve and to prevent 
dearth, measures for flood control, and assist- 
ance to localities to meet emergencies created 
by fire. There were extensive programs for com- 
bating epidemic disease among men and among 
domestic livestock. Hospitals provided medical 
care for many classes of patients. Much effort 
was made to relieve destitution among the able 
bodied, the aged, and the incapables. Invalidism 
of soldiers and civil servants was relieved by 
grants of pensions and some special acts of 
heroism were rewarded. An ambitious program 


371 


of education was developed, on university and 
technical levels even more significantly than on 
the elementary level. As a program, the policy 
of France was a notable achievement in en- 
lightened administration, worthy of any coun- 
try and of any age. 

The full record is disappointing. There is 
such a gap between purpose and performance 
that the results of substantial and sincere efforts 
seem meager and insignificant. The outbreaks 
of cattle typhus and of the plague presented 
medical problems far beyond the knowledge 
then available. Quarantines, segregation, and 
the slaughter of affected animals were of some 
avail. Financial assistance was given both to 
compensate owners of slaughtered stock and to 
assist in the replacement of stock. The great 
plague of 1720 was attacked with great energy 
and with positive heroism on the part of the doc- 
tors and nurses. Contemporary medical science 
was incapable of suggesting anything beyond 
the most elementary practices of segregation; 
but even today severe epidemics reveal the in- 
adequacy of our knowledge. 

The record of the relief of destitution is per- 
haps more distressing. The government could 
not set aside sufficient funds to make adequate 
provision for need. Great aggregations of the 
destitute in hospitals or asylums aggravated 
many economic and social problems. Need was 
recognized but not understood. The Salpétriére, 
at Paris, was said in 1788 to have as many as 
eight thousand inmates, including persons of 
every description from the wet nurses of orphans 
to paralytics and the insane. The General Hos- 
pital at Paris in 1789 included eight subsidiary 
institutions and had in all twelve thousand per- 
sons in residence. Much has been written about 
the evils of decentralized relief in England, but 
the record of centralized administration in 
France does not seem to have achieved any 
greater degree of success. 

The administration of pensions was based on 
excellent principles, except for the unduly gen- 
erous provision for the members of the royal 
family and favorites. Too much pension money 
was spent on these categories, but the claims of 
soldiers and civil servants were recognized. 

The most heartening achievement of the 
monarchy was its persistent encouragement of 
the higher education. The universities were in 
receipt of public funds from an early date, and a 
number of important technical schools were 
established: the school of military engineering 
at Paris, before 1707; the school of military 
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engineering at Meziéres, 1748; the Ecole des 
Ponts et Chaussées, 1747; the Ecole des Mines, 
1781. Elementary education was made com- 
pulsory by an edict of December 13, 1698, de- 
signed, in fact, to provide for the suitable reli- 
gious education of children of Protestant fami- 
lies. In many provinces the edict was not en- 
forced. 

Positive achievement of public welfare and 
security depends largely upon technical knowl- 
edge, social understanding, and a national in- 
come capable of sustaining the burdens of relief. 
The method of administration is probably of 
secondary importance. Under any system, there 
will be some gap between project and perform- 
ance, and the width of the gap will at all times 
be a function of our knowledge and our skills in 
organized social action. How adequate will our 
present efforts seem to a historian writing in the 
year 2100? 

ABBOTT Payson USHER 
Harvard University 


Southern State and Local Finance Trends and the 
War. By James W. Martin. (“Papers of the 
Institute of Research and Training in the 
Social Sciences, Vanderbilt University,” No. 


8; “Bulletin of the Bureau of Business Re- 
search, University of Kentucky,” No. 10.) 


Nashville: Vanderbilt University Press; 
Lexington: University of Kentucky Press, 
1945. Pp. 106. $0.50. 


The present monograph represents one of a 
series of studies undertaken jointly by the Bu- 
reau of Business Research of the University of 
Kentucky and the Vanderbilt Institute of Re- 
search and Training in the Social Sciences. Pro- 
fessor Martin has set for himself the task of ex- 
amining for the southern states the important 
variations in government finance during the war 
period as related to pre-war trends. Thus, the 
primary purpose of the study was to discover 
the effects of the war on the established tenden- 
cies in state and local finance for fourteen south- 
ern states. No attempt has been made to include 
fiscal relationships with the federal government. 
It should also be noted that the war had not 
ended when the study was published and the 
statistics available do not cover the years be- 
yond 1943. 

In chapter i Martin has investigated the 
tendencies in state and local revenue. In the 
period between the two world wars the southern 
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states experienced a rate of increase in total 
state and local revenues above that for the coun- 
try as a whole, but there were important differ- 
ences in percentages of increase for the various 
states. It may be noted that, in absolute figures, 
the total revenues in most southern states were 
trebled between 1927 and 1940, although in 
Arkansas and Virginia they were only doubled. 
Martin states that, between 1938 and 10943, 
there was a continuing upward trend in south- 
ern state tax collections, which became very 
marked in the war years. Parenthetically, it 
may be observed that, while less pronounced, 
this growth has continued since 1943 at a slower 
rate. 

In considering the individual sources of taxa- 
tion, the author finds that the most striking 
fiscal change between the wars was the declining 
importance of the property tax. After 1932 
“both the absolute and the relative importance 
of the property tax declined in the South much 
more rapidly than in the country generally.” 
Local governments, particularly, became less 
dependent on the property tax as a source of 
revenue. In 1941 about 31 per cent of all reve- 
nues in the southern states was obtained from 
gasoline and motor registration taxes. These are 
imposed as charges for a special service publicly 
provided. By 1940 all of the southern states ex- 
cept Florida and Texas had enacted some type 
of income tax and the amount of revenue de- 
rived from this tax constituted about 5 per cent 
of southern state revenue. General and selective 
sales taxes accounted for a substantial portion of 
state revenues in 1940, while approximately 11 
per cent of state revenues was derived from 
unemployment pay roll taxes. 

On the side of expenditures, Martin finds 
that, although comparable statistical data for 
state and local governments are not available, 
there is sufficient evidence to show that tenden- 
cies in the South did not vary greatly from na- 
tional trends. The most significant variation is 
the lower per capita expenditure in the South— 
a reflection of lower per capita national income. 
It was also found impossible to make a direct 
comparison by states of the “development of 
fiscal aids.” Until 1936 the principal form of fed- 
eral aid was that for highways, but in 104! 
grants for public assistance were first in im- 
portance. Prior to the depression of the thirties, 
federal grants on a per capita basis were some- 
what higher in the South than in the country as 
a whole, but more recently this situation has 
been reversed. Because of the fact, also, that the 
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local governments in southern states are ‘‘rela- 
tively under-supported,” state grants-in-aid 
from these states are likewise relatively greater. 

The final chapter is concerned with fiscal ad- 
ministration in the South and places due em- 
phasis on sound financial management. The 
author regards the budgetary process as the 
“most pervasive” and, in many respects, the 
most important phase of financial administra- 
tion. Although the southern states were slow to 
initiate a budget system, all except Arkansas 
now have some form of modern budget plan, 
and more advanced concepts are just beginning 
to emerge. These concepts involve, first, the re- 
placement of prohibitions by positive control, 
and, second, the use of the budget as an “instru- 
ment of general governmental administration 
rather than merely a financial plan and its oper- 
ation.” The war inevitably required many fiscal 
readjustments, involving serious losses of per- 
sonnel, problems of debt servicing, a change in 
emphasis on budgeting in some states, and 
unusual problems of “budget balancing” for 
most states. Other phases of financial adminis- 
tration that are reviewed by the author are the 
accounting practices of state and local govern- 
ments, the development of centralized purchas- 
ing, public debt management, and the post- 
audit. 

Martin’s appraisal of recent trends in state 
and local finance in the South is a welcome addi- 
tion to the literature on current problems in 
public finance. His study is marked by thorough 
workmanship and a keen understanding of 
financial organization and management. Many 
of the observations and conclusions in the mono- 
graph are pertinent not only to the southern 
states but also to all other sections of the coun- 
try. Martin is fully cognizant of the limitations 
of the statistical material at hand, but in spite 
of this handicap he has made an investigation 
that will prove most valuable to those who are 
interested in state and local taxation. 


TrpTon R. SNAVELY 
University of Virginia 


Le Développement de la pensée économique. By 
BERTRAND Nocaro. Paris: Librairie Géné- 
tale de Droit et de Jurisprudence, 1944. Pp. 
1-345. 

In this book, Nogaro discusses only the de- 
velopment of what he considers to be the scien- 


tific thought of economics. The meaning of this 
delimitation is made clear in the Preface, accord- 
ing to which the book deals exclusively with 
doctrines designed to interpret economic reality 
and not with intellectual endeavors tending to 
support specific forms of economic organizations 
(tendant @ faire prévaloir tel ou tel organisation 
économique). With this end in view, the study 
starts with such early political economists as 
Cantillon, the physiocrats, and other predeces- 
sors of the British classical school who were the 
first to develop an over-all view of the economic 
process; it ends with A. Marshall. There is no 
trace either of Marx’s or Keynes’s theoretical 
contributions. While Nogaro offers no explicit 
explanation for this neglect of two of the most 
influential economists, it appears from the fore- 
going that they were excluded on the ground of 
the normative character of their conclusions 
and their preoccupation with problems of socio- 
economic reforms. If so, it becomes obvious that 
it is wholly untenable to make mere positivistic 
interpretation of reality the criterion of what is 
and what is not scientific in economic thought. 
My doubts as to the validity of Nogaro’s cri- 
terion of distribution seem to be confirmed if 
we recall how little some of the founders of po- 
litical economy confined themselves to mere in- 
terpretation of reality. The physiocratic system 
of thought—with its highly practical conclu- 
sions embodied in the doctrines of laissez faire, 
the single tax, and “legal despotism”—was an 
open critique of the economic policies of an arbi- 
trary and autocratic regime which tended to re- 
strict the export market of French agriculture 
by export duties and to support its financial ex- 
travagances by a multiplicity of taxes, falling 
largely upon agriculture and depriving the land- 
owning class of much-needed loan capital. There 
is no need to elaborate upon the fact that the 
classical school in Britain likewise was deeply 
involved in the normative struggle against mer- 
cantilist restrictions and landowners’ political 
privileges. Finally, Professor Nogaro must be 
aware of the fact that the scientific character of 
neoclassical pure theory has been questioned by 
economic heretics who, like Hobson and Veblen, 
maintain that neoclassical equilibrium theory is 
in effect little more than the normative demon- 
stration that everything should be as it would be 
under laissez faire and free competition. The 
fact of the matter is that even pure theory may 
be normative and yet contribute to our under- 
standing of the exchange economy. And there is 
no reason to doubt that some of the greatest 
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contributions to our understanding of capital- 
ism may be made by its critics. But perhaps an- 
other century must pass before an adequate and 
balanced appraisal of the relative contributions 
of the critics of capitalism and orthodox political 
economy can be expected. 

One special aspect of Nogaro’s unduly selec- 
tive approach is his treatment of new develop- 
ments in economic theory without reference to 
the changing social economic and political con- 
ditions which brought them about. New con- 
cepts and systems of thought come and go; 
they are analyzed in considerable detail, but 
the question as to what made for their appear- 
ance is not raised. For Nogaro, the history of 
economic ideas seems rather to be one of more 
or less steady progress and refinement of 
thought fron error to truth—a process, more- 
over, which, because it is presented as having 
no relation to the general stream of thought in 
other fields of knowledge, leads to truth which 
is both timeless and unchanging. It is this ideal- 
istic approach, untempered by any pragmatic 
skepticism, which seems to this reviewer to be a 
limitation of the book—a limitation, however, 
which Nogaro’s work shares with many similar 
texts in the field. This approach to the history 
of economic ideas and the inability to discover 
the elements of truth in previous systems of 
economic thought accounts also for our failure, 
in this country, both to recognize fully the liber- 
alizing and integrating nature of the study of 
the evolution of economics and to give it the 
important place it occupies in the economics 
curriculums of French universities. 

The merit of Nogaro’s book lies in the fact 
that, as a result of his selective approach, the 
author is able to discuss particular doctrines 
with much greater thoroughness than is usually 
the case in similar treatises. Outstanding in this 
respect is an extraordinarily lucid presentation 
of the general equilibrium analysis of the 
Lausanne school. Nogaro criticizes the mathe- 
matical school on the ground that the mathe- 
matical method is incapable of expressing cause- 
and-effect relationships; the mathematical 
method is able only to express and affirm the 
conditions of equality of product and factor 
prices and, according to Nogaro, this is less than 
economic analysis has to do. It would appear 
that the answer to this problem depends upon 
the nature of the concept of causation in the so- 
cial sciences. Nogaro does not go into this 
problem. 

It is also noteworthy that Say emerges not 
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only as an early representative of later theories 
of value, production, and distribution but also 
as a forerunner of the historical inductive ap. 
proach. Nogaro considers Marshall’s theory of 
value and costs more nearly correct than the 
Austrian theory of value and costs. Austrian 
marginalism is said to rest upon a one-sided and 
fallacious postulate of a scale of preference 
which determines the hierarchy of wants, and 
thus the value of goods, for each individual. The 
traditional demonstration of such a scale of pref- 
erence, by simple reference to what consumers 
are seen to do, is said to rest upon a mere play 
with words: the individual is represented as 
making a choice between alternatives in accord- 
ance with a pre-existing scale of preference, 
whereas in reality he consents only to pay the 
price. In short, he merely “adheres” to the 
market price rather than expresses an evalua- 
tion (pp. 227-32). Nogaro hopes that a reorien- 
tation of economic theory will be achieved 
through a revision of basic concepts—a revision 
which he considers well under way, thanks toa 
growing emphasis upon observation and meas- 
urement of economic phenomena. 

K. W. Kapp 

Wesleyan University 

Middletown, Connecticut 


Principes de théorie économique: les concepts fon- 
damentaux et leur utilisation, Tome II: Col- 
lection l'économie politique contemporaine. By 
BERTRAND Nocaro. Paris: Librairie Générale 
de Droit et de Jurisprudence, 1943. 


M. Nogaro’s statement of the fundamental 
propositions of economic theory—the second 
volume of an uncompleted series of independent 
volumes reviewing the contemporary economic 
scene—represents an attempt to marry a more 
or less traditional structure of the “postulates 
of political economy” to the positivist-histori- 
cist focus most ably represented by Francois 
Simiand. This volume is properly read in con- 
junction with Nogaro’s earlier volume in the 
same series—La Méthode de l’économie politique 
(1939)—which expressed in greater detail the 
modifications which the author would like to see 
prevail in the field of economic theory. The pres- 
ent volume is presented as a further effort in 
the direction of propagating the French inst 
tutionalist approach,- in which economics 5s 
treated as a science of observation (p. 1). It 
seems necessary to remark that M. Nogaro has 
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permitted himself a most dangerous luxury: 
that of adopting a framework which, while suit- 
able primarily for a contemporary Mrs. Marcet, 
appears to have been intended to be as destruc- 
tive of conventional price theory as a provoca- 
tive essay by a Veblen. M. Nogaro’s careful, 
readable style does not obscure the fact that 
the volume is another example of that good 
writing and careless thinking so characteristic 
of the French eclectics. 

The usefulness of this kind of book is open to 
serious question. Nogaro’s volume is not an ele- 
mentary text, parading the rules and precepts 
for the uninitiated, for it assumes that the 
reader is quite well aware of those fundamental 
concepts under consideration. Nor does it play 
the role of polemic, since the author’s qualifica- 
tions, gently chiding the classical approach for 
its partial view of certain problems, are always 
entered as such. The Principes is not a particu- 
larly vivid presentation of a certain point of 
view, nor is it catholic in its coverage. The ma- 
ture student would gain little from it; the prac- 
ticing economist would ask for more “proof”; 
the beginning student would be confused by the 
argumentative parts and bored by the tradi- 
tional treatment. Can there not be a moratori- 
um on such volumes, endlessly appearing, which 
pretend to assist in the propagation of “‘correct 
principles” via the general survey of method 
and concept? 

M. Nogaro’s work is divided into ten chap- 
ters of differing length, covering such important 
areas as utility, cost, production, money and 
credit, saving, capital and interest, prices, value, 
and statics and dynamics. The larger part (fully 
half of the volume’s three hundred pages) of 
the work revolves around prices and value; in 
particular, around the dispute over cost and 
utility as determinants of value. The biblio- 
graphical aids are of uneven quality since, as 
Nogaro explains, this wartime product was writ- 
ten in “the country,” far from any adequate li- 
brary. At several points, Nogaro presents a use- 
ful antidote to strict classical doctrine (particu- 
larly that form of dogmatic liberalism spon- 
sored by M. Rist) through the application of 
monetary theory to those problems in statics 
which are more properly viewed in dynamic 
terms (pp. 113-16; 123-29; 166-70). 

However, the volume is marred by many in- 
accuracies in reasoning, which at points become 
characteristic of the work and mark it as a slip- 
shod effort. Nogaro’s treatment of commodities 
in terms of “classes of goods” (pp. 12-16) places 
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his interpretation of utility on a level with Smith 
and Ricardo and their endless examples of 
“water and diamond” paradoxes. He also 
loosely uses budget studies as validating theo- 
retical analysis of elasticity! Nogaro’s presenta- 
tion of the firm’s reaction to shifts in demand 
places a constant strain on the reader who 
wishes to distinguish between actual quantity 
demanded and and demand schedules, and be- 
tween firms and plants (pp. 30 ff.); attempting 
to generalize about reciprocal relations between 
demand and supply in the actual market, 
Nogaro states, within two pages, opposing 
interpretations of the relation of a change in 
price to demand (pp. 35-39). 

At one point price is described in monetary 
terms (p. 42, n. 2), whereas, in the chapter de- 
voted to price, Nogaro uses “barter examples” 
to explain price as a relative concept. His en- 
tirely too brief statement on “‘prices in a social- 
ist state” completely misconceives the real na- 
ture of the traditional complaint about pricing 
under socialism and results in a glib paragraph 
about prices as accounting terms for allocative 
purposes (pp. 42-45). Nogaro’s treatment of the 
“optimum population” (pp. 47-49) is almost 
debonair in its unqualified application of the 
term “optimum” to a factor like population; the 
presentation is a matter-of-fact statement with 
one or two modifications of Malthus. The state- 
ment on the price problem and on the “clearing 
of the market” at equilibrium price relies 
heavily on Béhm-Bawerkian “horse fairs” with 
all the peculiarities inherent in such a simplifica- 
tion (pp. 130-38). The treatment of elasticity 
is far too brief and includes the easy error that 
the elasticity of luxuries is greater than that of 
necessities (p. 139); the fact that the example is 
in Marshall cannot be taken as an excuse. 
Nogaro’s modification of price theory by the in- 
troduction of money confuses the whole issue by 
imagining money merely as a “‘hastener”’ of the 
achievement of equilibrium (another example 
of the effect of such pedagogical devices as 
“horse fairs’? on economics as a ‘“‘science”’) 
rather than considering its effect on saving and 
allocation of resources through time (p. 168). 
Far too much space is given to the common- 
sense versions of utility, with rather more than 
a suggestion on Nogaro’s part that the matter is 
of interest to economists (pp. 212 ff.). Gregory 
King’s statistical approximations are introduced 
as “‘scientific data” applicable to the problem of 
the trade cycle and disequilibriums through 
time (p. 289)! Hardly less surprising is the 


















376 BOOK REVIEWS 





statement that price rigidity is to be related to 
the business cycle solely through “technological 
progress”’ (p. 300). 

The prevailing mathematical mood in politi- 
cal economy may well bring in its train a re- 
versal to a modified literary economics which 
shall recognize as part of its heritage an addi- 
tional body of partial truths. But in this change 
of focus, such doctrinaire literary economists as 
Nogaro will play a negligible role. This much 
we know from even a cursory reading of the 
history of economic doctrine. 


R. G. BIRNBERG 


University of Chicago 


The Divine Right of Capital. By C. E. Ayres. 
Boston: Houghton Mifflin Co., 1946. Pp. 
viiit+214. $3.00. 


Professor Ayres’s book in some respects is a 
more popular version of his theory of economic 
progress. It has a message which deserves con- 
sideration and respect. If it should partly fail 
to achieve both, such might be largely attrib- 
uted to some unfortunate forma! and material 
characteristics of his writing. The work is not 
very well organized. The presentation is not al- 
ways unambiguous and there is here and there 
a tendency to use “trigger phrases” instead of 
argument. Assertion not unfrequently takes the 
place of proof and what theoretical proof is of- 
fered is not always cogent. 

In its several aspects, the book combines 
Kulturkritik, social prophecy, and a tract on 
economic reform. It is not quite clear whether 
the propositions concerning reform are meant to 
be applied immediately to the postwar Ameri- 
can and world situation—to which they seem 
particularly ill suited in some respects—-or 
whether they are long-run propositions without 
much regard to the economics of the transition 
period. 

The book begins with an ideological and his- 
torical discussion of laissez faire capitalism 
which the author in analogy to absolute mon- 
archy dubs absolute capitalism. But most of the 
book is occupied by an analysis of present eco- 
nomic problems, essentially along the lines of 
the Keynesian underinvestment and deficit- 
spending school, but with a strong admixture 
of Marx’s and Hobsons’ underconsumption 








theories. This may be permissible, in view of the 
fact that the underinvestment theory can be 
and has been considered as a variant of the 
underconsumption theory. 

On the basis of his diagnosis, the author ar- 
rives at a therapy of our economic ills—par- 
ticularly of unemployment—which is very simi- 
lar to the more radical proposals of the Ameri- 
can Keynesian school in regard to redistribution 
of income, public spending, and high taxation. 
His prescription is, therefore, open to the same 
criticisms which have been brought forth 
against those proposals on both theoretical and 
policy grounds. It was, perhaps, impossible for 
the author in a popular work to take up and 
refute these criticisms and doubts; but even in 
the purview of a liberal tract he seems to make 
altogether too free use of bold assertion instead 
of scientific proof. 

In the last chapter the author underscores 
the radicalism of his proposals as a condition of 
their success. He wants very sharply progressive 
income taxation in order to finance a social se- 
curity system and government works which are 
supposed to take up the slack of private invest- 
ment and to produce employment opportuni- 
ties. He is not much concerned about the possi- 
bility that such policies might discourage pri- 
vate investment and private employment fur- 
ther. Nor do the inflationary possibilities and 
the possibility of a permanently growing public 
debt bother him. He certainly goes too far in as- 
serting that, on the latter proposition, most 
economists are agreed with him (p. 113). It is 
also rather astonishing to read that capitalistic 
enterprise, even if deprived of chances for big 
profit, will still continue to function because 
apparently it must go on functioning, simply 
choosing the best opportunities among those 
that the government will allow. The possibility 
that private capital will really shun business 
investment and particularly new venture is sim- 
ply glossed over. And the fact that investment 
of private property in business is a big gamble 
which will only be undertaken if the possibility 
of correspondingly bigger gains is left is not con- 
sidered at all. In fact, the author admits that 
his policy might kill big business in order to 
make room for small business, which would not 
be so much affected by his progressive income 
taxation. Business which would not be so af- 
fected would have to be very small indeed. 
Furthermore, the author does not face the fact 
that, in a modern economy, much employment, 
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most production, and practically all economic 
progress comes from big-business enterprises. 

Ayres’s rather radical attitude is not rooted 
alone in his economic theoretical convictions. 
It is based upon his social philosophy, which 
holds that the emphasis on money-making for 
money-making’s sake is the cardinal fault of 
absolute capitalism. While there is validity in 
this contention, the conclusions are carried too 
far and little attention is paid to the question of 
whether this criticism is as pertinent in our day 
as it was in the past. The author seems to think 
that the apologists of capitalism defend this 
system mostly because of its capacity to ac- 
cumulate capital through saving out of profit. 
But, in fact, some of the staunchest defenders of 
absolute capitalism, such as Carl Snyder, were 
fully aware of the fact that not the thrifty capi- 
talists but the scientists and engineers were the 
real creators in the system. 

The final chapters, in which the author ex- 
presses a very justified concern about the pres- 
ent condition of our civilization and the con- 
fusion of values therein, end, nevertheless, on an 
optimistic note. This is partly based on the hope 
of the author that his saving prescriptions will 
be followed. He seems to be convinced that 
when, according to these prescriptions, fuller 
employment is achieved, the fulness of civilized 
life will also be assured. However, such an out- 
come depends not only on employment but on 
what people are employed in doing as, among 
others, Hitler illustrated so well. There is also 
a rather dogmatic faith in what the author calls 
the “progressive certainty of science as a con- 
trolling and directing social force.” It is possible 
to see how these convictions are rooted in the 
instrumentalist philosophy of the author. But 
they may still lack convincing power for those 
who are impressed by the observations and 
reasoning in Arnold Toynbee’s monumental 
studies in history and who are also impressed by 
the eternal difficulties of establishing rational 
controls over something so inherently irrational 
as human nature. 

_ Agreeing fully with the author that modern 
Gvilization is in a stage of dire confusion, the 
present reviewer unfortunately remains uncon- 
vinced that the author has succeeded in giving 
us new hope and in showing us effective ways to 
overcome those difficulties. 


HERBERT VON BECKERATH 


Duke University 
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The Regulation of the Security Markets. By WiL- 
LARD E. Atkins, GEORGE W. Epwarps, and 
Harotp G. Mouton. Washington, D.C.: 
Brookings Institution, 1946. Pp. vi+126. 
$2.00. 


This study consists of four major sections: 
(x) an over-all view of the capital markets; (2) a 
brief survey of the history of American invest- 
ment banking; (3) the background and a brief 
description of each of eight major federal regula- 
tory acts; and (4) consideration of ten major 
problems in federal security regulation. 

Since this study is apparently directed to the 
general reader, perhaps it should not be evalu- 
ated on the basis of its contribution to an in- 
creased knowledge of the operation of the capi- 
tal markets. It provides no information based on 
original research; rather, it attempts “‘to clarify 
the basic issues involved in the regulation of the 
securities markets.” In view of this limited ob- 
jective and the apparent aim to avoid discour- 
aging the nontechnical reader, the absence in 
many places of data to support generalizations 
may be understood. Nevertheless, this study 
draws unjustified conclusions from insufficient 
evidence. 

It is also seriously marred by inaccuracies 
and partial truths presented as facts. Two ex- 
amples will illustrate this. ““Most of the cases of 
outright fraud arose out of the sale of common 
stock by the individual promoter” (p. 48). No 
evidence is presented to support the assertion 
that “most” fraud cases were perpetrated by 
promoters. The hearings of 1933-34 before the 
Senate Committee on Banking and Currency 
indicate that a substantial volume of question- 
able activities were carried on by groups which 
could be called “promoters” only by consider- 
able stretching of the term. “Operators of buck- 
et shops, outright swindlers, and dispensers of 
dishonest promotional literature have been har- 
ried out of business” (pp. 93-04). Surely the 
choice of the word “harried” in this context is 
infelicitous. Further, this statement conveys the 
impression that such practices no longer repre- 
sent a problem, without sufficient recognition 
of the role of regulation in reducing its magni- 
tude. Current court records of proceedings dem- 
onstrate that this is a continuous, present prob- 
lem. 

In their discussion of the ten basic problems 
in security regulation, the authors attempt not 
only to “clarify” the issues, but also to settle 
them. The problems treated are (1) the scope of 
regulation, (2) compulsory competitive bidding, 
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(3) stabilization operations, (4) segregation of 
investment banking functions, (5) private place- 
ment, (6) decentralization of financial opera- 
tions, (7) simplification of security legislation, 
(8) registration procedure, (9) the waiting peri- 
od, and (10) liabilities under the securities acts. 
It is in this section, particularly, that the lack 
of evidence to support the conclusions reached 
renders the study vulnerable to serious criti- 
cism. 

In the section dealing with direct placement 
there is misleading use of evidence. The authors 
point out that one set of reasons for the increase 
in direct placement is that it avoids the ex- 
penses, delays, disclosure, and civil liabilities of 
registration. (Actually disclosure and liabilities 
are not avoided. The buyer secures the facts and 
may sue in case of fraud or misrepresentation.) 
Evidence is adduced to “demonstrate’’ this. 
“The significance of this evasion factor is indi- 
cated by the fact that private placement has 
developed mainly in those classes of securities 
which are subject to S.E.C. control. Public 
utility and industrial issues, which are subject 
to S.E.C. regulation, account for 96 per cent of 
the total; while railroad issues, which fall out- 
side S.E.C. jurisdiction, account for only 4 per 
cent” (p. 110). 

The source of this data is given in a reference 
to Hearings on Proposed Amendments to the Se- 
curities Act, Part II, page 373. On page 405 of 
this citation a table presenting data on all 
financing shows that railroad issues accounted 
for only 12 per cent. Thus, if the proportions 
of each type of issue sold by direct placement 
were exactly equal to the proportions in all 
financing, the railroad issues would still rep- 
resent a very small fraction of issues sold by 
direct placement. To this should be added the 
consideration that the purchasing institutions 
were, during the 1934-40 period, interested in 
other than railroad issues to secure a more bal- 
anced diversification in their investment port- 
folios. 

The conclusion reached in this section is that 
direct placement should be subject to the same 
regulations as public offerings. Since the institu- 
tional investors do not require the protection 
provided by those regulations, this recommen- 
dation constitutes an artificial handicap im- 
posed on a more economical method of security 
distribution. 

Another example of a too-ready willingness 
to express conclusions upon the basis of insuf- 
ficient evidence is represented by the discussion 
of segregation of the broker-dealer function. 





The authors express the judgment that abuses 
have not developed and that exchange rules and 
commission supervision provide ample safe- 
guards. They set forth the recommendation, 
therefore, that “brokerage and dealing opera- 
tions should not be segregated.” The Securities 
and Exchange Commission, on the other hand, 
after much study of this relationship, is of the 
opinion that “it would be advisable for it to con- 
tinue to study the problem.”* 

Criticism is also made of the liability provi- 
sions under the Securities Act. They are held to 
be “very sweeping.” For example, “a director 
may be held liable even if he did not sign the reg- 
istration statement or even know of its exist- 
ence” (pp. 122-23). The authors suggest that 
such lack of knowledge be a defense against 
liability. However, no consideration is given to 
the practical consequences of such a defense. If 
those in authority can avoid responsibility by 
failing to exercise the obligations of their posi- 
tions, the basic purpose of the securities acts has 
been obliterated. The authors show complete 
unawareness of the great problem of irresponsi- 
ble directors in American business enterprise. 
Further, section 11b of the Securities Act pro- 
vides considerable opportunity for protection to 
inactive directors. They can absolve themselves 
from responsibility by advising the commission 
in writing of their nonactivity, or by a public 
notice. 

A basic issue which is not dealt with is an 
analysis of marketability provided by the se- 
curity exchanges operating under these regula- 
tions. Are the security markets broader or thin- 
ner? Are price movements more orderly or more 
violent? What effect has regulation had upon 
the economic functions provided hy exchanges? 
These are vital questions which deserve inves- 
tigation and analysis. 

That the conclusions reached in the discus- 
sion of these problems are unsupported by suf- 
ficient evidence is not surprising, since the neces- 
sary knowledge is not available. But the result is 
that the generalizations set forth simply tend 
to reflect the biases and prejudices of the 
writers. The great need in this area is for a 
thorough and impartial study of the functioning 
of the long-term capital markets, so that prin- 
ciples and conclusions based upon adequate in- 


formation can be achieved. 
J. F. Weston 


University of Chicago 


* Report on Proposals for Amendments to the Se- 
curities Acts, August 7, 1941, p. 33- 
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The Finances of European Liberation: With Spe- 
cial Reference to lialy. By Frank A. SouTH- 
ARD, JR. New York: King’s Crown Press, 
1946. Pp. ix+206. $3.00. 

In all European countries the war was ac- 
companied by stringent regulations of economic 
life. With the Allied invasion of the Continent, 
the retreat of German troops, and the over- 
throw of puppet governments, a period of eco- 
nomic chaos, an almost complete breakdown of 
controls, and a partial standstill of productive 
activity set in. The economic policies designed 
to restore order and the efforts to start the pro- 
ductive machinery again are the topics of this 
book. Since the aims of economic policy were 
directed, on the one hand, toward providing the 
utmost material support of Allied military oper- 
ations and, on the other, toward starting the 
reconstruction and stabilization of domestic 
economic activity in the liberated or conquered 
countries—aims which often called for conflict- 
ing measures—the task of the officers of the eco- 
nomic and finance branches of the United States 
Army was a singularly difficult one. Professor 
Southard was one of the most distinguished 
members of this organization, and his book con- 
tains a full and careful account of the problems, 
policies, and results of Allied measures in the 
field of economic, and notably financial, affairs 
in the countries surrounding the Mediterranean. 

The major financial problem confronting the 
Allied armies in this region, especially in Italy, 
can be stated very simply: Rationing and price 
controls had broken down, considerable black- 
market activity had developed, and inflation— 
due to severe shortages of consumers’ goods and 
vastly increased quantities of currency and de- 
posits—was under way. This situation—com- 
bined with the needs of the military machine, 
the virtual disappearance of governmental 
agencies, and the wholesale destruction of pro- 
ductive plants through military action—was 
the background against which monetary and 
financial policies had to be devised and carried 
out. 

Professor Southard’s account deals with all 
these problems. After a description of the types 
of circulating mediums, he discusses the prob- 
lems of public finance, banking and insurance, 
foreign exchange and foreign trade, military 
spending and procurement, and the control of 
inflation. The book is rich in factual accounts, 
drawn chiefly from the experiences in Italy; but 
in many instances comparisons with other coun- 


tries, where different conditions prevailed, are 
e 
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Space does not permit discussion of all points 
touched upon by the author, and hence only 
some of the issues raised in the book will be 
mentioned in passing. One of the chief merits of 
the book is the consistently critical attitude of 
the author. Although Professor Southard was 
one of the Allied policy-makers, he acknowl- 
edges and points to mistakes made by the Allied 
governments in certain financial matters. 
Among general problems he rightly criticizes 
the failure (chiefly on the part of the United 
States) to insist on a firm assumption of re- 
sponsibility for the Allied military lira by Italy 
and the refusal to permit the French Provisional 
government to print its own currency for use in 
the invasion of France. His criticism of the use 
of the yellow-seal dollar as throwing potentially 
the cash burden of military occupation on the 
American people is only conditionally justified. 
The yellow-seal dollar was clearly distinguish- 
able from ordinary United States currency, and 
its return to and expenditure in the United 
States could have been controlled. For instance, 
yellow-seal dollars—unless redeemed by Ameri- 
can soldiers at Allied paymasters’ offices—might 
have been declared to lack legal-tender status in 
this country, and whatever hoards of such dol- 
lars existed in ex-enemy countries would have 
had to be redeemed by foreign governments 
without directly affecting the quantity of money 
in the United States. 

Professor Southard’s discussion of the ex- 
change-rate problem shows, perhaps more clear- 
ly than anything else, the conflicting aims of 
military needs and of efforts to rebuild a working 
civilian economy in its foreign-trade aspects. 
His judgment in resolving this conflict—by 
stating that “as a longer view is taken, the civil 
interest becomes paramount and the main task 
after the close of hostilities becomes one of re- 
storing foreign trade and the foreign exchanges” 
(p. 131)—seems to be eminently sound. In 
pointing out the differences between apparent 
and real foreign-exchange transactions, the au- 
thor notes an important point which has created 
much confusion. One weakness of the discussion 
of exchange rates is Professor Southard’s at- 
tempt to estimate overvaluation and under- 
valuation of European currencies without giving 
an exact yardstick by which such valuations 
can be measured. It is clear that he has some 
form of purchasing-power parity index in mind. 
Although it was probably impossible to obtain 
correct data to measure the price level in most 
European countries in 1943 or 1944, Professor 
Southard does not indicate whether he bases his 
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estimates on retail or wholesale prices, a com- 
bination of the two, or some consideration of 
black-market prices and exchange rates in addi- 
tion to official prices and rates." 


The last chapter of the book deals with in- 
flation control. From the point of view of do- 
mestic economic policy in the liberated and con- 
quered countries, this is the central financial 
problem. There are two points which seem to 
require analysis. First, where did the chief 
forces of inflation generate? Was the prime 
cause of inflation the decline in production or 
the increase in currency and other monetary 
mediums? Although it will not be denied that 
both factors played a role, a careful empirical 
investigation of the experiences in various 
countries may be expected to throw light on this 
problem. Such an analysis, unfortunately too 
short, is given by Professor Southard in his dis- 
cussion of currency-stabilization experiments in 
several European countries other than Italy. 
Concerning Italy, Professor Southard tends to 
place the major responsibility for the inflation 
on the failure to increase production and to en- 
force rationing and price controls—a conclusion 
which is in opposition to that of Mr. Grampp, 
who states that “the primary cause of inflation 
in Italy was the increase in the quantity of 
money, the decline in real income being of the 
second order of magnitude.” The resolution of 
this difference might be found in the two 
writers’ attitudes toward the second problem— 
why was the Italian inflation, unlike that in 
Greece and Hungary, not a runaway inflation, 
and what measures were required to provide a 
reasonably stable price level in Italy? Mr. 
Grampp attributes the limited inflation in Italy 
to the faith of the Italian people in the ultimate 
value of their currency, which manifested itself 
in the accumulation of enormous hoards, while 
Professor Southard attributes the same phenom- 
enon partly to increased tax revenues and 
partly to the importation of ultimate consum- 
ers’ goods, chiefly food, in place of capital goods 


* An attempt to provide price-level estimates for 
the lira and purchasing-power parity rates between 
the lira and the dollar is contained in William D. 
Grampp, “The Italian Lira, 1938-45,” Journal of 
Political Economy, LIV (1946), 330-31; and some 
comparisons of price-level changes between 1939 
and 1945 for a series of countries are given in the 
Bank for International Settlements’ Fifteenth 
Annual Report (Basle, 1945), pp. 66 and 133 ff. 


* Grampp, op. cit., p. 333. 
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and productive equipment. From this conflict- 
ing appraisal of the situation it follows that 
Professor Southard would expect that mone- 
tary stabilization could ultimately be achieved 
only by stringent controls of production and 
foreign trade, while Mr. Grampp presumably 
would admit of a much more liberal policy. The 
problem is an interesting one and deserves more 
careful empirical investigation. 

Although there remain a few controversial 
issues which are not always fully solved by 
Professor Southard, his book is both an extreme- 
ly capable exposition of monetary and financial 
problems under the abnormal conditions of 
total warfare and a critical analysis of the major 
monetary and financial policies designed to cope 
with the conflicting requirements arising under 
military occupation. 

Bert F. Hoseitz 
University of Chicago 


Introduction to Post-war Reconstruction Pro- 
grammes. By GIusEPPE Uco Papi. Rome: In- 
ternational Institute of Agriculture, 1944. 
Pp. xii+265. 60 Lire. 


The fact that this volume is addressed princi- 
pally to “countries with a low average income 
and suffering from consequences of severe infla- 
tion” (p. 176) perhaps explains in part the un- 
usual arrangement, balance, and coverage of 
subject matter. The first of six studies—the 
substitution of new incomes for those which 
have ceased—is largely definitional. Study 2 is 
a thirty-five-page treatment of the nutritional 
problem. 

Study 3 is a forty-page diagnosis of unem- 
ployment and its remedies. Papi rejects the 
Keynesian analysis on the grounds that it does 
not explain why savings fail to flow into invest- 
ment. Deeper inquiry reveals that “the absence 
of incentives to invest savings . . . . may be at- 
tributed to the fact that most entrepreneurs 
have, at a given stage in the upward trend of 
prices, become aware that costs are increasing 
more rapidly than prices, and that consequently 
the prospects for profits are rapidly deteriorat- 
ing” (p. r01). To achieve a high level of employ- 
ment, “favourable events” are required which 
increase the real income of the entrepreneur. 
“‘As long as the real income of the entrepreneur 
increases, the real income of all collaborating 
with him increases also. Should it be impossible 
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for his real income to increase, those of the other 
factors of production will not increase”’ (p. 100). 
“Favourable events” widen the gap between 
costs and prices and may be due to chance or 
conscious policy. They include such factors as 
innovations, improvements in means of trans- 
port, greater facilities for trade between coun- 
tries, and the grant of long-term credit on favor- 
able conditions. The government may help 
stimulate private enterprise by undertaking 
truly instrumental public works, i.e., those re- 
quired for the production of consumption goods 
such as communication and transportation fa- 
cilities, but Papi warns against the use of other 
public works, unemployment insurance, the 
dole and protective tarifis as means of in- 
creasing employment. 

The next one hundred pages, comprising 
three studies, restate sound maxims on mone- 
tary rehabilitation, ordinary and extraordinary 
taxation, national and foreign loans in the best 
neoclassical tradition, interspersed with a few 
modern concepts such as those on dbt manage- 
ment. The chief contribution of this volume to 
European countries facing reconstruction is to 
be found in these sections. 

Study 6 is a twenty-page, highly deductive 
discussion of principles of economic planning. 
Half of it, surprisingly, is devoted to planning 
by individuals; the other half to state planning. 

If this book is intended to be a comprehen- 
sive, balanced introduction to postwar econom- 
ics—as apparently it is—certain serious defi- 
ciencies are evident. Papi proposes a return to 
capitalistic liberalism, yet presents little discus- 
sion of the problems involved in disentangling 
the state from market processes. Nor do we find 
much serious re-examination of the problem of 
how to create the most favorable environment 
possible for free enterprise, such as abounds in 
current American literature. Papi maintains 
that cost-price relationships are the key and 
free competition an essential condition to full 
employment, yet he scarcely mentions the prob- 
lems of monopoly and union wage policy. This 
omission in a treatise coming from an economy 
where the corporative state has so lately been 
the style is difficult to understand, though pos- 
sibly it is due to the writer’s disinclination to 
antagonize the ruling clique. The Introduction 
is dated Rome, May, 1944. Rome fell to the 
Allies the following month. 

The student looking for new insight into the 
problems of high-average-income economies, 
where deflationary tendencies are periodic forces 
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to contend with, will find little illumination in 
this volume. 

E. Jay HowEnNstTINE, JR. 
Washington, D.C. 


L’ Economie de grand espace. By Francois LEs- 
COFFIER. Paris: Librairie Générale de Droit 
et de Jurisprudence, 1946. Pp. 210. 


A considerable German literature dealing 
with Germany’s postwar economic plans filled 
the pages of the economic journals in Germany 
and Europe during the recent war. This litera- 
ture, which has as yet not reached the civilian 
libraries in this country, seems to be in the proc- 
ess of being assimilated into the political and 
economic thought of western Europe. This is 
the impression one gains from Lescoffier’s book. 
It is significant that the French term économie 
de grand espace is a literal translation of the 
German Grossraumwirtschaft. Lescoffier—who 
as a Frenchman harbors no illusions about the 
political implications of the latest attempt and 
failure to secure the political and economic uni- 
fication of Europe—is, nevertheless, in full 
agreement with the general principles of Gross- 
raumwirtschaft. The main part of the book, ob- 
viously written during the Nazi occupation of 
France, deals with the economic advantages of 
European unification. Here the author abstracts 
from the political aspects of the German im- 
perialist plan, which he realizes was aimed at 
domination and based upon exploitation. There 
may be partisans and opponents of any policy 
of larger political and economic blocs, he writes 
(p. 202), but there is not a single economist, 
statesman, or businessman who does not realize 
the economic benefits of a united Europe. The 
rational organization of an anarchic continent 
would open possibilities of development which 
it is hardly possible to visualize fully. Europe is 
the only continent divided into political com- 
partments. If this political departmentalization 
were overcome, Europe would be able to pro- 
duce for as large a market as American, British, 
or Russian industry does. This, in turn, would 
secure for European industry the economies of 
large-scale production, thereby providing Eu- 
rope with a power to produce never possessed 
before. It would give Europe a stronger bargain- 
ing power vis-a-vis the rest of the world and 
would open the way to an intensification of agri- 
culture which, by increasing output per acre, 
would tend to reduce Europe’s deficiencies in 
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essential foodstuffs and industrial materials. 
Instead of pursuing a policy of national self- 
sufficiency, each nation could find its place in a 
rational system of continental division of labor. 
These are the familiar arguments advanced in 
the German literature on Grossraumwirtschaft 
mentioned above. The author also discusses 
some of the more technical aspects of the eco- 
nomic unification of Europe—such as the re- 
organization of the European transport system, 
the establishment of a central statistical office, 
and multilateral clearing agreements—which 
reveal an interesting similarity to Milhaud’s 
and Keynes’s original proposals for an interna- 
tional monetary agreement not based upon gold. 

A second part of the book is devoted to a 
brief survey of the extent to which the world 
has already been divided into large economic 
blocs under the political leadership of Great 
Britain, Soviet Russia, the United States, Ger- 
many, and Japan. (Apparently, no attempt has 
been made to reconsider this part of the book 
since the defeat of Germany and Japan.) 

The author is fully aware of the economic 
and political difficulties likely to be encountered 
in any attempt to integrate Europe, or especial- 
ly western Europe, into a large economic whole. 
He states explicitly (p. 83) his opposition to the 
plan for a pan-European union sponsored by 
Coudenhove-Kalergi, who, according to Les- 
coffier, believes to have found in the defense of 
the European continent against the Bolshevist 
menace the driving force for the unification of 
the nations of Europe. Against this plan of a 
union against Russia is the fact that, as the au- 
thor puts it, too large a proportion of the Euro- 
pean masses accept the communist ideology. 

In the concluding chapter (clearly written af- 
ter Germany’s defeat) the general arguments in 
favor of a European Grossraumwirtschaftare used 
in support of an economic solution of Europe’s 
postwar problems which resembles the Franco- 
British economic program for western Europe. 
After pointing out that all great economic em- 
pires are built around an industrial nucleus, 
Lescoffier maintains that the basic prerequisites 
for the establishment of a European Grossraum 
are fulfilled; there exists an industrial and min- 
ing center in western Europe comprising the 
Ruhr, Rhineland, and Saar territories, as well as 
the mining basin of Lorraine, Luxembourg, and 
the Belgian coal areas. The intensive agricultur- 
al systems of Belgium, Holland, Denmark, and 
northern France—as well as the areas of exten- 
sive agriculture and forestry of central and 


northern Europe and the African possessions of 
the western European powers—would provide 
the necessary foodstuffs and tropical materials. 
Nothing is said at this point about Europe’s 
other great deficiency, namely, industrial raw 
materials and especially textile fibers. 

The book makes interesting reading. In its 
main part, it is obviously no more than a survey 
of the German literature on Grossraumwirtschaft. 
As such it is rather unsystematic and incomplete- 
ly documented. Finally, it is not always clear 
(see, e.g., pp. 60-63) whether and when the au- 
thor merely summarizes the views of others and 
when he identifies himself with these views. 


K. W. Kapp 
Wesleyan University 
Middletown, Connecticut 


Government Control in War: The Lees Knowles 
Lectures, 1945. By Lorp HANKEY. Foreword 
by G. M. TREVELYAN. Cambridge: At the 
University Press; New York: Macmillan 
Co., 1945. Pp. 88. $1.50. 


No Englishman—with the possible exception 
of his successor as secretary of the cabinet, Sir 
Edward Bridges (now also head of the treasury 
and, by convention, of the civil service)—knows 
as much about the machinery of government in 
Britain as Lord Hankey. Yet such is the tradi- 
tion of anonymity in the British civil service 
that comparatively few at home or abroad as- 
sociate with the name of the former Sir Maurice 
Hankey the foundation and growth of modern 
organization in Whitehall. Until Lloyd George 
reorganized the War Cabinet in December, 
1917, never in history had a secretary attended 
cabinet meetings to record its proceedings and, 
to quote from the Master of Trinity’s Foreword 
to this volume, thereafter Lord Hankey “has 
seen from inside the important constitutional 
development of that body from a meeting of the 
King’s confidential servants without minutes or 
secretariat, into a fully equipped council of 
state.” 

These closely packed lectures describe more 
than constitutional development. They examine 
the problems that preceded 1914 and 1939 ia 
preparing for war while striving to maintain 
peace. They describe the machinery in prepara- 
tion for and in the actual waging of the two 
world wars. Questions of principle relating to 
the distribution of control between the civilian 
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government and the military authorities are an- 
swered in the light of British experience. And, 
finally, certain personal reflections are offered 
to illuminate the events and to supplement the 
wisdom of Hobbes and Bacon, from whom Lord 
Hankey so aptly quotes. 

To the vexing question of how well or ill 
Britain was prepared for war, Lord Hankey re- 
plies that it was as well-prepared as was to be 
expected within the limits imposed by a “Paci- 
fist policy.” He leaves no doubt that, in 1939 
as in 1914, unpreparedness was the result of de- 
liberate policy, which the government, parlia- 
ment, and the people knew involved risks “in 
pursuit of the aim of permanent peace.” But in 
attributing unpreparedness to the failure of the 
political working of Britain’s constitutional sys- 
tem, Lord Hankey does not state clearly wheth- 
er, in his view, the government or the people was 
more to blame for the failure. 

High praise is heaped on Lloyd George as the 
founder of the modern system of government 
control in war. Lord Hankey goes further and 
records his “conviction that the man who won 
the war [1914-18] was David Lloyd George.” 
The system of control did not remain unchanged 
in the second world war, and in some respects 
Lord Hankey found that it became less flexible 
on the administrative side. But, of course, more 
was demanded of the system in a state of total 
war, and the practice of delegating authority 
to War Cabinet committees was necessary to 
preserve any flexibility whatever at the top. 
Perhaps Lord Hankey’s most interesting obiter 
dictum is that “the Committee system is only 
pernicious when it is badly run,” thus showing 
that men are more important than the system. 
He has no use for the “supposed superman who 
.... usually lands his country and himself in a 
dreadful mess.” A state of total war is not to be 
confused with totalitarianism, because in the 
former the methods of organization remain dem- 
ocratic and, thanks to the committee system, 
efficient. . 

The machinery of government in the recent 
war is not fully described by Lord Hankey. 
Even the skeleton, while it is adequate to carry 
the flesh of further description of activities near- 
est to the military, is incomplete, because Lord 
Hankey deliberately omits the economic con- 
trols. Yet, in total war, such controls raise major 
problems and Britain in the recent war exem- 
plified the near impossibility of keeping any 
part of material existence free from interference 
or control. The vast area over which major 


policy decisions had to be taken and the magni- 
tude of the consequential problems of delegat- 
ing authority cannot be appreciated without 
reference to the multitude of economic controls. 
During a critical period, the Lord President’s 
Committee acted as a steering or co-ordinating 
body for many War Cabinet committees of a 
civil nature. It was a buffer between cabinet 
committees and the War Cabinet, its function 
being to promote agreed policy between the de- 
partments responsible for policy-making and ad- 
ministration without invoking the greater au- 
thority of the War Cabinet. This part of the gov- 
ernment machinery was outside the scope of 
these lectures. 

It is to be hoped that the official war histories 
now being written will record fully the wealth of 
experience in high-level economic policy-making 
and administration gained in Britain. This is 
especially true of the functions of the economic 
section of the War Cabinet secretariat in serving 
the Lord President’s Committee and of that 
other war product, the Central Statistical Office, 
in providing over-all data for nearly all pur- 
poses; for the wartime experience of these bodies 
included preparation for the postwar period, and 
they are to be retained as permanent parts of 
the government machinery for economic con- 
trol and co-ordination. 

Now that the war is over, it should be possi- 
ble to illuminate much that was still obscure 
when Lord Hankey delivered his lectures and to 
put in proper perspective for appraisal the whole 
system of government control. It would be a 
great service to the study of comparative admin- 
istration if Lord Hankey were moved to com- 
plete and clothe the skeleton presented in these 
brief lectures, at the same time breathing into 
the reconstructed body the spirit of understand- 
ing which he undoubtedly possesses. 


REDVERS OPIE 
New York, N.Y. 


La France devant la reconstruction économique. 
By RoBert Mossé. New York: Brentano’s, 
1945. Pp. 113. $1.00. 

The most important fact in Mossé’s distin- 
guished career as teacher, government official, 
and international civil servant has been his per- 
sonal experience in three great countries, the 
U.S.A., the U.S.S.R., and France. His book is 
partly the product of comparative analysis of 
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facts and theories. Although he does not always 
appear as a “modern” in his sociological out- 
look, he has had a thorough economic training in 
the Anglo-Saxon sense. In fact, he was a modern 
monetary analyst when the new Anglo-Saxon 
approaches were little known on the Continent.« 

In this slender yet compact volume he deals 
with France as she is facing economic recon- 
struction. It could almost be called a diagnosis 
of the state of the nation at the beginning of re- 
construction, rather than a description and 
analysis of the facts of reconstruction as such. 

In chapter i, Mossé sees much good in the 
French economic structure as it existed prior to 
the war. Had she not avoided the disastrous 
effects of an inflation as Germany experienced 
it? Had she not avoided violent economic re- 
percussions of the type which occurred in the 
United States? Had she not avoided the pay- 
ment of the high price which the Soviet Union 
incurred for its extraordinarily rapid develop- 
ment? 

Mossé does not lament the lack of a great in- 
dustrial development in France. He does not 
seem to link it to the cause of defeat. The way 
he puts it, it was a sense of “measure, harmony, 
and efficiency” which kept France from develop- 
ing “‘colossal enterprises,”’ cities, and industries. 
The regional economies were adapted to the re- 
sources; there was little dependence on foreign 
countries. Yet even Mossé admits that the de- 
velopment of this country of small owners, 
strong traditions, and a good minimum stand- 
ard of living was not dynamic enough. This lack 
of dynamic drive is attributed to megalophobia, 
neophobia, and technophobia. It resulted from 
an appreciation of the old and a suspicion of the 
new—a fear that technical development would 
cause deterioration of human values. 

In chapter ii, Mossé analyzes the conse- 
quences of the occupation—the physiological 
deterioration of the human resources and the 
excessive use and destruction of capital re- 
sources. Moreover, the social structure was up- 
set by a decided weakening of the middle class 
and by a reduction of the standard of living of 
all classes. Mossé believes, however, that the 
moral strength of the nation can be re-estab- 
lished and perhaps even improved over the pre- 
war status. He sees Frenchmen, cut off from the 
past, turning their eyes to the future. He sees a 
new appreciation of technical progress due to 

* E.g., “Essai d’une théorie synthetique de disé- 
quilibre économique,” Annales du droit et des sciences 
sociales, January, 1933. 


the German example and the American influ- 
ence. He sees an inferiority complex trans- 
formed into a sense of grandeur, pointing to the 
experience following 1871. 

In his third chapter the author continues to 
underline the moral values which animate the 
people in spite of the dramatic defeat and the 
physical losses. He subdivides it into four sec- 
tions ; the economic policy, the economic system, 
the social question, and the place of France in 
the world economy. 

The first economic objective is aggregate 
production at least as great as, and possibly be- 
yond, the level of 1938. For this purpose he 
proposes a policy of immigration, particularly 
from Poland, Czechoslovakia, Belgium, Italy, 
and Spain. He even recommends plans designed 
to attract American technicians. Moreover, he 
pleads for a general policy of technical develop- 
ment. The use of German reparations to com- 
pensate for the losses suffered at the hands of the 
invaders is, of course, a necessity for the rebuild- 
ing of France, a point which Mossé does not fail 
to underscore. 

The economic system envisaged for France is 
a mixed economy. After the strict regime of a 
German-controlled war economy, Mossé feels 
the necessity for a certain degree of decontrol. 
He wants an economic constitution to preserve 
liberty, prosperity, and equity. In his view, eco- 
nomic planning and individual liberty are not in- 
compatible. The balance must be found between 
a “functional discipline” relating to economic 
activities and the personal freedom of action of 
the citizens. Like most Frenchmen, he advo- 
cates nationalization of armament industries, 
transport industries, credit establishments, in- 
surance companies, and highly concentrated in- 
dustries such as metallurgy, electrometallurgy, 
and chemistry. Somehow he forgets to men- 
tion coal mines, which are already in part na- 
tionalized. He reserves agriculture, commerce, 
handicrafts, and middle- or small-scale indus- 
trial establishments for the private sector of the 
economy. This private sector, while subject to 
the production program of the government, 
should be free in the choice of the means of pro- 
duction. There is particular insistence on a free 
labor market. Mossé wants to minimize admin- 
istrative controls, but the economic “general 
staff” of the government should watch over the 
maintenance of the equilibrium between supply 
and demand. 

One of the main socioeconomic problems is, 
of course, the housing shortage. Social insurance 
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and housing programs are basic needs recog- 
nized by all major political parties, and they are 
given proper recognition in this volume. 

The more theoretical comments on social 
questions are rather striking. Many Europeans 
are concerned with the need for the develop- 
ment of new leadership elements, since the Ger- 
mans had either destroyed or corrupted the old; 
thus it is not surprising that Mossé raises the 
issue of “élite.” The interesting angle is that he 
sees in the United States a trend toward leveling 
of social groups, which reduces personal dy- 
namism, and in the U.S.S.R. a trend toward the 
formation of new élites, based on just recogni- 
tion of individual merit. Comparing American 
“equalitarianism” and Soviet “equity,” he pre- 
fers the latter for France. He refers to Pareto’s 
concept of social capillarity in arguing for de- 
velopment of postwar élites. 

Finally, analyzing the place of France in the 
world economy, Mossé again turns conserva- 
tive. Like many of his compatriots, he is a radi- 
cal in social questions, yet a conservative in eco- 
nomic questions. For him, France is destined to 
emphasize quality, not quantity; the great 
French ambition should be to produce “the 
best wines, not the most wines.”’ 

There is no appeal to large-scale industriali- 
zation mow, no cry for a sweeping industrial 
revolution. Although otherwise a “modern,” 
Mossé fears for human values when technical 
progress is too rapid. He did not forecast the 
new political trends; he was not concerned with 
foreign loans; he did not try to be too specific. 
What he attempted was to describe underlying 
attitudes, conflicts, and fears. This he has ac- 
complished masterfully, although he takes it for 
granted that many of these conflicts and fears 
are well founded even if they are brakes handi- 
capping the industrial development of the 
country. Equilibrium, not bigness, is the formu- 
la which Mossé favors. 

Henry S. Biocu 
United Nations © 
New Vork 


The Industrialisation of Backward Areas. By K. 


MANDELBAUM. (“Institute of Statistics” 
Monograph, No. 2.) Oxford: Basil Blackwell, 
1945. Pp. viii+-111. ros. 6d. 


It is the contention of this book that the re- 
moval of disguised unemployment in agriculture 
is @ primary requisite for reducing the grinding 
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poverty of overpopulated and underdeveloped 
regions. This is a real problem. The excess popu- 
lation on farms has plagued agriculture in many 
countries during the past decade. Selecting 
southeastern Europe as an illustration, Mandel- 
baum writes that, with no changes “‘in farming 
methods, in land tenure, or in crops,”’ more than 
25 per cent of the active workers could be taken 
off the land without loss to agricultural produc- 
tion (pp. 2, 3). Part I of the book presents a 
method whereby this end could be achieved. 

The pattern proposed is one of planned in- 
dustrialization: government “‘initiated and 
financed expansion of demand”’; “collective sav- 
ing imposed by the State’; government exten- 
tion of its “investment activity into the private 
sector” (p. 6); government control of “prices 
and supplies”; government direction of labor in- 
to the required trades (p. 8); government con- 
trol of international lending; and ‘‘government 
development of those [export] industries in 
which the actual disadvantage is smallest”’ (p. 
13). Mandelbaum’s faith in the omnipotent 
state planner is perplexing; and, in view of the 
constant political references, his rationalization 
— ‘We are only concerned here with the eco- 
nomic aspects of this process” (p. 19)—unin- 
telligible. 

Mandelbaum assumes that backward areas 
will have reasonably stable governments cap- 
able of advanced planning (p. 19) and resources 
capable of supporting a rate of industrial expan- 
sion, which, in one generation, would absorb the 
existing surplus population and the annual in- 
crement due to natural growth (p. 20). He there- 
fore concludes: “It is certain that the intake of 
new workers will be associated with rising net 
output per head, hence with rising incomes and 
with a higher rate of savings.”’ This conclusion is 
reached by disregarding two crucial variables in 
the industrialization problem: (1) the danger of 
a sharp increase in population; (2) the danger 
that militaristic groups may use the power de- 
rived from economic development for oppression 
at home and aggression abroad. 

It is well known that economic moderniza- 
tion is usually accompanied by improvements in 
public order, better food, clothing and housing, 
improved facilities for the prevention and cure 
of disease, etc., all leading to a rapid fall in the 
death rate. The fall in the birth rate, however, 
does not respond rapidly to technological 
change. Under a combination of such circum- 
stances Java’s population, for instance, in- 
creased from perhaps 4.5 million in 1815 to 
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more than 48 million in 1940. Japan experienced 
a similar “vital revolution.” This population 
factor is the heart of the industrialization prob- 
lem. Unless backward countries undergoing eco- 
nomic modernization can succeed in reducing 
the lag between the fall in the death rate and the 
fall in the birth rate, there is a real danger that 
the immediate results of industrialization may 
lead to increased numbers and a decline in the 
levels of well-being. By assuming for the period 
of economic development a natural population 
growth “‘on the strength of pre-war data” (p. 
20), Mandelbaum vitiates most of the analysis. 
In addition, there is the danger that, where 
poverty is already endemic, declining per capita 
real incomes may imperil the development of 
democratic institutions and add tinder to inter- 
national friction. 

If fertility is to be reduced, fundamental so- 
cial and cultural changes are required. These 
are not changes which are simple by-products of 
planning.” They call for a massive undertaking 
in social and technological education, a shock 
which would break the grip of custom and 
passivity, a general cultural development out of 
which the small-family unit would slowly 
emerge. Mandelbaum writes that “‘All these so- 
cial and political problems are outside the scope 
of this book” (p. 19); yet these are the very 
problems which are inextricably linked with the 
economics of industrialization. 

In the second part of the book the author 
painstakingly distributes the labor force re- 
leased from agriculture among industries and 
branches of industries in southeastern Europe, 
on the basis of the pre-war occupational struc- 
ture of Austria and Czechoslovakia. Since his 
statistics are a conglomeration of promiscuous 
aggregates ranging from “‘the pre-war cost of a 
working-class house in Britain’’ (p. 27) to esti- 
mates for capital required per head “on the 
statistics of Hungary, Romania, Australia, Can- 
ada, and partly Palestine” (p. 34), we can fully 
agree with him that “the figures must be taken 
with a grain of salt; some of them are rough 
guesses rather than genuine estimates” (p. 55). 

It seems necessary to include some comments 
on Mandelbaum’s use of technical terms. Ex- 
ternal economies are defined not as economies 
dependent on the general development of an in- 
dustry but as economies dependent on the gen- 
eral development of a country (p. 4). A shortage 
of capital is at times confused with a shortage of 
money (pp. 7-9). In the case of agriculture, 
“disguised unemployment”’ refers to the limit- 


ing case where the marginal physical productiy- 
ity of labor is zero (p. 20), a usage which is ques- 
tionable both on theoretical and on a priori 
grounds. “Industrialization’”? subsumes such 
items as distribution, banking, administration, 
etc. (p. 22). Especially unfortunate is the au- 
thor’s use of the term “profits”; a congeries in- 
cluding “‘all higher salaries as well as incomes of 
independents, professional earnings, etc.” (p. 
44). 

J. M. Leticue 
University of California 


The Social Problems of an Industrial Civilization. 
By Etton Mayo. Boston: Graduate School 
of Business Administration, Harvard Uni- 
versity, 1945. Pp. xviii+150. $2.50. 

In his Human Problems of an Industrial 
Civilization (New York: Macmillan & Co., 
1934; recently reissued by the Harvard School 
of Business Administration), Mayo told how—- 
in the course of a long series of experiments on 
industrial “‘fatigue’”—he came to abandon an 
individualistic and rationalistic psychology of 
work behavior in favor of a system of analysis 
which included emphasis on the group and on 
nonrational sentiments. These experiments were 
later reported, in greater detail, by Roethlis- 
berger and Dickson, in Management and the 
Worker (Cambridge: Harvard University Press, 
1939). The present smaller volume reports these 
experiments only briefly for the purpose of il- 
lustrating Mayo’s ideas. 

But, if the earlier work stands as a better 
record of experiment and of the way in whicha 
body of theory is arrived at, this one will stand 
as a more systematic statement of the theories 
themselves. In the first chapter, “The Seamy 
Side of Progress,” Mayo maintains that the all- 
embracing spontaneous co-operation found in 
simple, traditional societies has been lost in our 
world of constant change and of huge industrial 
and political organizations. When, within the 
framework of these organizations, informal co- 
operative groups do arise, they generally oper- 
ate, not to advance, but to sabotage the larger 
co-operative effort (production, government) 
which is the supposed aim of the formal organi- 
zation. To maintain social solidarity and ©o- 
operation while continuing to introduce techni- 
cal and organizational changes—that is the 
problem. Mayo castigates sociologists for not 
having worked consistently and modestly on 
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observations and experiments which would give 
them skill in analyzing and dealing with this 
problem, instead of irresponsibly building 
theoretical castles-in-the-air. - 

But it is the second chapter—“The Rabble 
Hypothesis and Its Corollary, the State Abso- 
lute’—which is the heart of the book. It may 
well be taken as Mayo’s most incisive and 
definitive statement of the theoretical position 
to which he has come. 

“The Rabble Hypothesis” is Mayo’s name 
for an implication of economic, political, and 
psychological theory. In economics and psy- 
chology, this hypothesis appears in the form of 
the notion that society consists of a horde of 
unorganized individuals each of whom—con- 
stantly and logically and to the best of his abil- 
ity—acts in a manner calculated to secure his 
own self-interest. In political theory it is the 
idea that the state can survive only by destroy- 
ing the “clan” and other resisting spontaneous 
associations of men and by dealing with the 
mass of individuals stripped of the controls and 
loyalties of such associations. This is the politi- 
cal idea which Hitler and Mussolini openly 
avowed. It appears in hidden ways, according 
to Mayo, in the pronouncements of many pro- 
ponents of democracy. 

In economics the fault is not with the theory 
as used for limited analytical purposes but in its 
extension to industrial management. For, ac- 
cording to Mayo, the individual who constantly 
(and with persistent and elaborated logic) pur- 
sues his own self-interest is not the normal mem- 
ber of a producing organization but a highly 
disorganized person. For one thing, such an in- 
dividual has to be immune to the opinion of his 
fellows and (here I add my own bit, based on 
recent studies of restriction of production) seeks 
the good opinion of his superiors not out of loy- 
alty, but only because and to the extent that it 
seems to his overreasoning mind to serve his 
individual purposes. Incidentally, forty years 
ago Max Weber noted a distinction pertinent to 
this problem. Employers, he said, reported that 
tural girls of strict pietistic conviction were hard 
workers, but pesky and unco-operative; while 
old-time socialist union men were highly skilled, 
basically co-operative, but toughly solid with 
their fellow-workers. 

Attacking from another angle, Mayo remarks 
that extreme emergency does turn a society into 
a panicky horde of individuals each seeking his 
own preservation. Thus he comes to his basic 
criticism: that the psychological assumptions of 


economic theory apply fully only to abnormal 
individuals, and to normal individuals only in 
abnormal situations. All of this he uses to point 
to the necessity of basing the theory and prac- 
tice of social organization (whether for indus- 
trial production, government, or what have 
you) on clinical and experimental observation 
of social behavior (behavior in co-operative or- 
zation) rather than merely on the economic be- 
havior of the few individuals who really operate 
in a “market.” 

In making his criticism Mayo refers to Durk- 
heim, LePlay, Christopher Dawson, John Ne- 
ville Figgis, and others whom he considers to 
have seen the theoretical errors or to have fore- 
cast the resulting social problems. He might 
have added that Adam Smith himself set limits 
to the use of the psychological assumptions of 
economics when, in his Theory of the Moral Senti- 
ments, he named man’s desire for the sympathy 
of others (what others being the crucial differen- 
tiating point) as the great mover of men to 
effort. Sumner and Pareto, both of whom con- 
sidered themselves economists, likewise wrote 
treatises about those aspects of human behavior 
which are not amenable to analysis upon the 
usual economic assumptions. But these men, 
after making their distinctions, dealt with their 
sociological phenomena separately from their 
economic phenomena. They did not, as did 
Mayo, attempt to draw the two back together 
and insist that what we require is an attack 
upon the two in relation to each other, as they 
occur in real life. 

Everett C. HUGHES 
University of Chicago 


Theory and Practice in Historical Study: A Re- 
port of the Committee on Historiography. By 
SoctaL ScrENCE RESEARCH CouNcIL. (Bul- 
letin No. 54.) New York, 1946. Pp. xi+177. 
$1.75. 

This bulletin consists of three essays on the 
writing of history, by Charles A. Beard, J. H. 
Randall and George Haines IV, and Howard K. 
Beale, supplemented by a chapter on terminol- 
ogy in historical writing, a chapter containing 
general propositions of historical method and 
historiography, and a useful (although far from 
complete) Bibliography of works on historiogra- 
phy and the philosophy of history. The central 
thesis of the Committee on Historiography of 
the Social Science Research Council—which is 
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responsible for the writing and publication of 
this volume—is stated in the initial essay, 
“Grounds for a Reconsideration of Historiogra- 
phy,” by Professor Beard. The general proposi- 
tions of a later chapter are chiefly a program- 
matic restatement of Beard’s essay, and the two 
stimulating chapters on “Controlling Assump- 
tions in the Practice of American Historians” 
(by Randall and Haines) and ‘What Historians 
Have Said about the Causes of the Civil War’ 
(by Beale) are illustrations of Beard’s thesis in 
progressively more specialized fields of study. 
In his paper, Beard is chiefly concerned with 
the problem of the relationship between the 
study of history as practiced by professional his- 
torians and by those in the other social and hu- 
manistic sciences. Beard states this problem in 
the following terms: “The desirability of resort- 
ing to knowledge of history as a check on hu- 
manistic sciences is reinforced by the fact that, 
while they all depend on history for data and 
ideas, they are, in a large sense, anti-historical. 
. ... They are concerned primarily with repeti- 
tions, routines, constants im history-as-actual- 
ity. When they use the vague phrase ‘other 
things being equal’ in attempting to support the 
validity of their abstractions, they are in effect 
seeking to escape history, to evade the historical 
changes which may and probably will invalidate 
their positions. On the other hand, historians 
are especially concerned, doubtless too much, 
with the uniqueness of events and personalities, 
with what is growing and becoming, with 
changes and creations’’ (p. 11). In essence, the 
problem, although clothed in another garb, is 
still the same as that debated in the Methoden- 
streit of the 1880’s; but, unlike the participants 
of the Methodenstreit who posited the problem in 
either-or terms, the authors of the present vol- 
ume recognize the fact that, unless connections 
and bridges between the methods and results of 
historical studies and those of the other social 
sciences are recognized and ways found for better 
integration, the two sets of disciplines may 
drift more and more apart. In its whole tenor 
implicitly, and in a few places explicitly—as, 
for instance, in the “‘Propositions”’ (pp. 139-40) 
—this volume is a plea for collaboration in 
the social sciences. Although it is addressed 
primarily to historians, it posits and discusses 
topics which are of interest and importance to 
any social scientist who ever has occasion to use 
historical data in his work. 
Bert F. Hose.itz 
University of Chicago 


Letters of William Davies: Toronto, 1854-1861. 
Edited by W1LL1AM SHERWOOD Fox, with a 
Preface by H. A. Innis. Toronto: University 
of Toronto Press, 1945. Pp. xvii+144. $2.00. 


Having served an apprenticeship in the gro- 
cery and provision trade in southern England, 
William Davies emigrated to Canada, settled in 
Toronto, and there built up from the smallest 
retail beginnings—chiefly making and selling 
sausages—the largest packing and meat-export- 
ing firm in the Dominion. Between 1854 and 
1861 he wrote over sixty letters to his stay-at- 
home brother, reporting his progress as a trades- 
man and his failure as a farmer, discussing his 
business prospects, and describing the Baptist 
community, the political scene, and the insol- 
uble domestic-help problem. These letters— 
supplemented by a few written during the 
seventies—are perfectly delightful reading, 
whether you regard them simply as the detailed 
telling of a success story, as raw material for a 
case study in business (i.e., commercial) his- 
tory, as a reminder that a reciprocity treaty 
once made it possible for farm produce to flow 
unhindered north or south across the unde- 
fended frontier, or as a further proof that many 
a nineteenth-century businessman took his 
religion very seriously. The treatment of com- 
mercial developments and practices is one of 
the weakest parts of our teaching of economic 
history. Consequently, Davies’ account of the 
way he linked the farmer with the urban con- 
sumer, tried his luck as exporter of animal prod- 
ucts to England, strove to persuade farmers to 
produce and prepare commodities that came up 
to the standards of demand set by European 
buyers, and surmounted the depression of the 
early seventies by his initiative in developing 
overseas business—all this gives life and reality 
to the stories of agriculture and commerce alike. 

Where his letters end, his grandson editor, 
Mr. Fox, has carried on the story, giving us 4 
record that stretches from England in 1831 to 
Canada in 1921. In a brief Preface, Professor 
Innis has put the Davies’ enterprise in the wider 
setting of the developing Canadian economy. 
He has also suggested that a study of the role 
of nonconformists in general, and of Baptists 
in particular, in the development of economic 
organization in such new countries as Canada 
might be a welcome, because fruitful, addition 
to the hitherto rather barren discussion of the 
relations between Protestantism and capitalism. 

The danger of “business history” writing is 
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that we just go on turning out more and more 
histories of businesses. It will, however, be a 
long time before we reach saturation point in 
the supply of such trim, little, but significant, 
contributions as that which Mr. Fox has given us. 


HERBERT HEATON 
University of Minnesota 


Nowhere Was Somewhere: How History Makes 
Utopias and How Utopias Make History. By 
ArtHuR E. Morcan. Chapel Hill: Univer- 
sity of North Carolina Press, 1946. Pp. 234. 
$2.50. 

In this volume the distinguished flood-control 
engineer, former chairman of the T.V.A. and 
former president of Antioch College, points out 
the interesting parallelisms between the eco- 
nomic and social organization of Peru under the 
Incas and More’s Utopia and suggests (as did 
H. Stanley Jevons some years previously) that 
the former may have been the major inspiration 
for the latter. The previously accepted interpre- 
tation has been that the Utopia was based pri- 
marily upon Plato’s Republic but was also im- 
pregnated with the Christian idealism of the 
Book of Acts, the rising spirit of democracy, and 
the humanistic revival of Greek learning under 
Erasmus, Linacre, and Colet. The use of the 
suppositious country of Utopia (Nowhere) and 
of the narrator Hythloday have been regarded 
as fictitious devices to enhance the artistic effect 
of the work and to permit the author, as a rising 
politician, to disclaim responsibility for the doc- 
trines advanced, should they later prove to be 
embarrassing. 

Morgan, however, suggests that Peru may 
have served as More’s actual model and in sup- 
port of this possibility he brings forward a con- 
siderable amount of circumstantial evidence. 
The writings of Prescott and the less well-known 
accounts by Markham and Means do show a 
striking similarity between life under the Incas 
and that described in the second book of the 
Utopia. Thus, in Peru, each couple upon mar- 
riage was given the use of a plot of land sufficient 
to maintain themselves, and were expected to 
work for the state, the church, and the commu- 
nity. The aged, the sick, and the widows and or- 
phans were maintained on equal terms at public 
expense. The men practiced two or more trades 
in addition to agriculture, and work was rotated. 
The economy operated without money. Exten- 


sive public works were carried out in the form of 
roads, terraces, and irrigation canals. Goods were 
balanced between regions to prevent shortages, 
and populations were transferred in order to 
maintain substantial equality of income. The ad- 
ministrative hierarchy was very similar to that 
outlined in the Utopia. As a final bit of circum- 
stantial evidence, the type of boat described by 
Hythloday in the Utopia is a close description of 
the native craft used both then and now on Lake 
Titicaca in Peru. 

But can these parallelisms be regarded as 
anything more than coincidental in face of the 
fact that More wrote the Utopia in 1516 while 
Pizarro did not land in Peru until 1528? In an 
interesting Appendix, Morgan points out that, 
while the explorations and foreign trade of the 
Portuguese were carefully shrouded in secrecy, 
they had clearly made several trips to the east 
coast of South America before 1515 and prob- 
ably had made many more. He also shows that 
the overland route to Peru and the west coast of 
South America from the east coast of that conti- 
nent was well known to the Indians. Morgan, 
therefore, suggests that More might well have 
learned about Peru on his mission to Antwerp in 
1515-16 and that the supposedly fictitious sailor 
Hythloday may have been a real member of 
Amerigo Vespucci’s expeditions. Hence, the de- 
scription of Hythloday’s travels in the early 
part of the first book may have been the actual 
account of the overland voyage from Brazil to 
Peru, which was, indeed, somewhat similar to 
what the traveler encounters today. 

This is a very stimulating suggestion, which, 
while it is by no means conclusively proved, 
gives weight to Morgan’s thesis that reality pro- 
vides a basis for ideals and that ideals in turn 
help to shape reality. Somewhere and Nowhere 
are constantly interacting upon each other in a 
dialectical process of growth. For the student of 
the history of ideas this is an interesting book. 


Paut H. Dovuctas 
University of Chicago 


Man and Society: The Scottish Inquiry of the 
Eighteenth Century. By Giapys Bryson. 
Princeton: Princeton University Press, 1945. 
Pp. ix+287. $3.00. 

This little book is a well-written, interesting, 
scholarly, and (within its rather narrow limita- 
tions) competent essay on a subject which, like 
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the author, I regard as both fascinating and im- 
portant. It deals with the work and ideas of the 
eight principal eighteenth-century Scottish 
writers in the fields then known collectively as 
“moral philosophy.” These writers—linked to- 
gether by personal contacts and related views— 
were Hutcheson, Hume, and Adam Smith; 
Adam Ferguson; James Reed and Dugald 
Stewart; and the jurist lords, Kames and Mon- 
boddo. Here, indeed, was a group of “seminal 
minds” in the century which largely initiated 
the modern development of the “‘social sciences.” 
I share Miss Bryson’s enthusiasm for the study 
of their contributions to the still living “‘intel- 
lectual heritage” of all present-day social scien- 
tists, whatever their special discipline. 

Miss Bryson’s lively, readable, and well- 
documented survey has many substantial mer- 
its. On topics of interest to those of us who work 
primarily in economics or political economy 
however, there are some rather glaring deficien- 
cies. Her comments on the direct contributions 
of Hutcheson, Hume, and Adam Smith to eco- 
nomic theory are not very discerning or il- 
luminating. Even more disappointing is her 
discussion of the set of ideas in ethics and juris- 
prudence—and the (joint) psychology and so- 
ciology of both—which all these Scottish writers 
developed in varying, individual versions. As 
conceived by Hume and, above all, by Adam 
Smith (in his Theory of Moral Sentiments), these 
ideas formed a most important complement or 
qualifying context for the economic-liberal the- 
ory of the socially beneficent, “natural” func- 
tioning of the “free, competitive’ economy. 
The interrelation of the economic and the socio- 
moral theories of these writers is and always has 
been a generally neglected topic, even though it 
is of the greatest (if indirect) interest and im- 
portance to economists. On this subject, Miss 
Bryson, as a sociologist, might have been ex- 
pected to show more penetration. Instead, her 
discussion appears to me to have missed the 
essential points and to have shed, in all, no 
great amount of light. 

This criticism is, of course, made from the 
special standpoint of an economist, and hence is 
of limited weight, in view of the fact that Miss 
Bryson did not write her book especially for 
economists. But I think that the limitations of 
her book in this and other directions arise large- 
ly from the fact that she approached her mate- 
rial too exclusively from the standpoint of so- 
ciology. She thereby failed to do full justice to 
the many parts of the literary output of this 
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Scottish group which fall more in other fields of 
the social sciences than in sociology. Not only in 
relation to economics but also, I think, in the 
sphere of philosophy and its history, her book is 
deficient in the kinds of insights her materials 
call for. But, within its limitations—i.e., in so 
far as the thought it examines was of the nature 
of early work in sociology (and much of it was 
that)—the book is probably quite competent. 
At any rate, it makes easy and interesting read- 
ing; and many readers of this Journal may find 
it, as I did, worth while as well. 

O. H. Taytor 
Harvard University 


La Formation de la société francaise moderne, 
Vol. I: La Société de la monarchie absolue 
(1661-1715). By Puttipre Sacnac. Paris: 
Presses Universitaires de France, 1945. Pp. 
viii+240. Fr. 120. 


What we have here is a “‘synthesis and an in- 
terpretation” of the personal rule of France’s 
“Sun King”—Louis XIV. No startlingly new in- 
formation embellishes these pages, for the au- 
thor has admittedly drawn heavily from Ernest 
Lavisse’s great work, from the appropriate vol- 
umes of the “Peuples et civilisations” series, 
and from other well-known secondary studies. 
Whatever is new in the book derives from the 
central question asked of the data—to what ex- 
tent does society determine the “state” and, 
conversely, to what extent does the “state” 
mold society to its wishes?—a question which, I 
would guess, came into the stream of conscious- 
ness of many Frenchmen during Pétain’s re- 
gime. 

In the hands of a less skilful writer than 
Philippe Sagnac—professor emeritus of the 
Sorbonne and dean of French historians of the 
ancien régime and of the Great Revolution—the 
treatment of the proposed theme could well re- 
sult in a puerile dialectic or sophomoric didacti- 
cism. From Sagnac we get an orderly marshal- 
ing of data which leads to the contention that 
the absolutist regime of Louis XIV failed to 
bend French society to its whims and foibles 
and that, from the time this failure was clear 
(ca. 1715), French society called the political 
tune (p. 4). These conclusions are reached pri- 
marily from a study of French economic classes. 

The rising middle class, given a fillip by Col- 
bert’s policies and by war contracts during the 
battle-scarred later years of the reign, attained 
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a position where it refused to be pushed around 
by a despot or by other classes. Its members 
clearly refused to fold their tents and silently 
steal away. They pushed their claims for a voice 
in government and finally got a showdown in 
1789. But the denouement is obviously to come 
in the second volume of this work. 


SHEPARD B. CLOUGH 
Columbia University 


Contributions to the Study of Oscillatory Time- 
Series. By M. G. KENDALL. (“National In- 
stitute of Economic and Social Research, 
Occasional Papers,” No. IX.) Cambridge, 
England: At the University Press; New 
York: Macmillan Co., 1946. Pp. 76. 7s. 6d. 


This is a most valuable contribution to the 
difficult subject of time series, which is so impor- 
tant for economic statistics. It extends and am- 
plifies the earlier studies of the author published 
in Biometrika in 1944 and in the Journal of the 
Royal Statistical Society in 1945. 

The book treats both empirical economic 
series and constructed examples of oscillatory 
time series. The latter correspond to a second 
degree difference equation with a random term. 
The following methods of analysis are discussed: 
correlogram methods, periodograms, variate 
difference method, and runs and sequences. 

The correlogram is a graph of the serial cor- 
relation coefficients of the time series, i.e., the 
correlation of the series with itself after being 
lagged a given number of units. The serial cor- 
relation coefficients are plotted for various val- 
ues of the lag. The periodogram is a graph of the 
amplitudes, assuming that the time series has 
strictly periodic fluctuations of various given 
durations. This is a method of discovering hid- 
den periodicities. In an Appendix the author 
presents tables which are designed to facilitate 
the application of harmonic analysis. The vari- 
ate difference method studies the behavior of 
the variances of the difference series of various 
orders derived from the original time series. 
The author shows the close connection between 
these variances and the serial correlation coef- 
ficients and gives new formulas for the transfor- 
mation of the one into the other. 

All these methods seem inadequate to the 
author for dealing with oscillatory time series. 
Even for long artificial series, the empirical re- 
sults fail to conform even approximately to the 
theory. He is inclined to pin his faith on meth- 
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ods based upon runs and sequences in the series. 
These methods are somewhat related to the 
ideas of W. A. Wallis and G. H. Moore" and to 
similar ideas by Wald and Wulfowitz. The au- 
thor derives a formula for the mean distance 
between peaks which fits the artificial data re- 
markably well. But the distributions of runs and 
intervals become very complicated. No com- 
plete theory is given. It is also to be feared that 
such “nonparametric” methods discard a good 
deal of the information available in the series. 
The author proves, by the application of 
various methods of analysis to fairly long con- 
structed series, that we are not always in a posi- 
tion to choose very well (on the basis of statisti- 
cal criteria) between the various mathematical 
models which are supposed to generate the ob- 
served time series. This is very serious if we at- 
tempt to estimate the structure of the under- 
lying economic system. The knowledge” of this 
structure is, in turn, of utmost importance for 
many problems of economic policy, as Haavel- 
mo has shown. 
GERHARD TINTNER 
Towa State College 


Domestic Servants in the United States, 1900- 
1940. By GEORGE J. STIGLER. (“Occasional 
Papers,” No. 24.) New York: National Bu- 
reau of Economic Research, 1946. Pp. 44. 
$0.50. 

This sprightly pamphlet is the most enter- 
taining bit of statistical writing which this re- 
viewer has encountered in some years. The sta- 
tistics on the number, characteristics, and 
remuneration of domestic servants in the United 
States from 1900 to 1940 would not appear to 
offer much possibility of literary adornment. 
However, Stigler has succeeded in turning out 
not only the careful factual analysis which one 
would expect in a national bureau publication 
but a skilful piece of writing as well. The orien- 
tation of the facts toward theoretical problems 
also comes as a welcome relief from the strag- 
gling parade of statistical tables to which one is 
so frequently exposed. 

Lamentations anent the disappearing do- 
mestic are shown to be well founded. The num- 
ber of servants, relative to the total population, 
declined about 20 per cent between 1900 and 

1 A Significance Test for Time Series (“National 
Bureau of Economic Research Technical Papers,’’ 
No. 1), New York, 1941. 
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1940. Domestic service has long been primarily 
an immigrant and Negro occupation, and the 
virtual shutting off of immigration in recent 
decades has not been fully compensated by 
entrance of additional Negroes into this work. 

Despite this reduction of supply, it appears 
that the wages of domestic servants rose some- 
what less between 1900 and 1940 than those of 
women engaged in manufacturing. The author 
ascribes this primarily to a decline in the de- 
mand for servants resulting from declining size 
of families, increased mechanization of house- 
hold operations, and transference of many func- 
tions from the home to the market. One might 
suggest that several additional factors may have 
contributed to the result: a more rapid increase 
in productivity in manufacturing and other in- 
dustries; a failure of the number of domestics to 
fall as rapidly as it would have in a more nearly 
perfect labor market; and possibly an increas- 
ingly adverse selection of women into domestic 
service. Observation suggests that many do- 
mestics would be submarginal in manufacturing 
and, indeed, in almost any other occupation. 

The author raises another interesting the- 
oretical problem which cannot be resolved from 
existing statistics. How can one explain the 
great variation in the wages paid to different 
domestic servants in the same city—a variation 
greater than that for manufacturing, clerical, or 
even other service occupations? A clue is pro- 
vided by the fact that servants’ wages are cor- 
related with the incomes of their employers. In 
1935-36, the wages paid by families with in- 
comes of $7,500 to $10,000 were from 70 to 200 
per cent higher, depending on the city, than the 
wages paid by families with incomes of $2,500 
to $3,000. As Stigler suggests, however, this 
might be due either to heterogeneity of servants 
or to imperfection of the market, or, more prob- 
ably, to some combination of the two. Field 
studies in particular cities might help to evalu- 
ate the relative weight of these factors, though 
for various reasons—for example, lack of a 
quantitative measure of “quality” of labor— 
perfect inductive evidence could never be ob- 
tained. 

The skill with which this pamphlet pulls to- 
gether and analyzes the fragmentary data on 
the subject and the large number of hypotheses 
and suggestions for further study which it pro- 
vides make it a contribution of permanent 
importance. 

Lioyp G. REYNOLDS 
Yale University 
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Rudimentary Mathematics for Economists and 
Statisticians. By W. L. Crum and Josepn A, 
ScHUMPETER. New York: McGraw-Hill Book 
Co., 1946. Pp. xi+183. $2.50. 

Any book which serves to stimulate students’ 
interest in the mathematical approach to prob- 
lems of economic analysis is useful but, of the 
various ways of teaching elementary principles 
of mathematical economics, this volume by 
Professors Crum and Schumpeter is one of the 
less desirable. 

It is very difficult to see for whom the book 
is intended. If a student is seriously interested in 
becoming an accomplished mathematical econ- 
omist, he will not derive much benefit from it. 
The only satisfactory solution for such a student 
is to get a good mathematical education at the 
hands of professional mathematicians and a 
good economics education at the hands of pro- 
fessional economists. A good student will easily 
discover the problems to which mathematical 
methods can be applied in economics, and others 
will get their synthesis from journal articles. 
Presumably, the authors have in mind other 
types of students, say, students who desire only 
to understand writings in mathematical eco- 
nomics without becoming mathematical econo- 
mists. While this alternative is probably not 
possible, it can be considered for the sake of 
argument. This student will certainly be con- 
fused by the treatment of this book. Several 
mathematical notions are introduced in the 
text and then defined in footnotes or by refer- 
ences to books on mathematics. An entire se- 
mester of integral and differential calculus is 
condensed into a few scattered pages. For exam- 
ple, the rules for differentiation of logarithms, 
products, quotients, trigonometric functions 
etc., are crowded into pages 91-96. A student 
who goes to this “rudimentary” treatise will be 
lost. 

The order in which subjects are presented is 
very unusual and confusing. Often ideas are in- 
troduced which depend on other ideas intro- 
duced only in a later chapter. The analysis is 
unsystematic, especially unsuited for its objec- 
tive of teaching elementary students. In the sec- 
tion on maxima and minima of functions of more 
than one variable subject to constraint, the au- 
thors should realize that they are bound to run 
into systems of equations from which the La- 
grange multipliers must be eliminated, yet they 
casually refer to the elimination of the param- 
eter without ever having introduced the stu- 
dent to the methods of dealing with systems of 
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simultaneous equations and of eliminating vari- 
ables from such systems. In fact, their confused 
order of treatment leads them to make an incor- 
rect statement. On page 131 they say that a 
function of two variables (x and y) will be a 
minimum if the second order partial derivatives 
with respect to x and with respect to y are each 
positive. The correct condition involves a more 
complicated expression which is the whole de- 
terminant of second derivatives, including cross- 
derivatives between x and y as well as the 
others. However, since the theory of determi- 
nants comes later, it would not have been possi- 
ble to present the correct condition as early as 
page 131. 

The volume is to be criticized for what it 
does not say as well as for what it does say. 
There is no treatment of difference equations, an 
inexcusable omission in a book on elementary 
mathematical economics. The examples of eco- 
nomic problems are hardly inspiring. Most of 
the modern problems that mathematical econo- 
mists are attacking are conspicuously absent 
from the book, although some very simple ex- 
amples could be constructed for use in an ele- 
mentary text. The title indicates that the book 
is intended for statisticians as well as econo- 
mists, but one looks in vain for treatment of sta- 
tistical problems or the sort of mathematics that 
a statistician needs. There is one example of a 
regression problem but, for training statisti- 
cians, this example probably does more harm 
than good. A statistician needs to be trained for 
work in probability theory, sampling, estima- 
tion, testing of hypotheses, etc. The mathe- 
matics for this type of work extends far beyond 
the limits of this book. 

A basic textbook for econometrics and math- 
ematical economics still remains to be written. 


LAWRENCE R. KLEIN 


Cowles Commission for Research 
in Economics 
University of Chicago 


Mathematical Methods of Statistics. By HARALD 
Cramer. Princeton: Princeton University 
Press, 1946. (Uppsala, 1945.) Pp. xvi+575. 
$6.00. 

This book meets an important and long-felt 
need for a really basic treatment of modern 
statistical theory. It brings into a mathemati- 
cally satisfactory unity the diverse develop- 
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ments which, during the last quarter-century, 
have been changing the face of the statistical 
world. The material here at last assembled in 
book form must certainly be read by all who as- 
pire to a full understanding of the logical and 
mathematical bases of recent developments in 
statistics. 

Descriptive statistics has now come to take 
a place subordinate to statistical inference, 
since it is recognized that the real function of 
averages, correlation coefficients, measures of 
dispersion, and the like is to prepare the way for 
inference. Statistical inference is largely con- 
cerned with sampling theory, including the 
testing of hypotheses and estimation of un- 
known parameters. Sampling theory, in turn, 
is a matter of mathematical probability. Re- 
cent mathematical treatments of probability 
have reduced it to the theory of measure, which 
is an outgrowth of the theory of sets. 

Thus the logical starting-point for statistics 
is the theory of sets. This occupies the first three 
chapters of the book under review. Then, follow 
three more chapters on the theory of measure 
and integration, including a lucid account of 
Lebesgue and Lebesgue-Stieltjes integrals. The 
next three chapters provide—for the benefit of 
the reader whose mathematical studies have 
ended approximately with calculus—a collec- 
tion of mathematical information needed for the 
later discussion. These topics include Fourier 
integrals, matrices, determinants, quadratic 
forms, the Euler-MacLaurin sum formula, the 
gamma and beta functions, Stirling’s formula, 
and orthogonal polynomials. 

This first part of the book consists of one 
hundred and thirty-four pages in which there 
is no treatment of probability or statistics. The 
second part, entitled “Random Variables and 
Probability Distributions,” provides a thor- 
oughgoing introduction to probability theory. 
The third part, “Statistical Inference,” pages 
323-556, contains all the material of the book 
on the treatment of observations. This distribu- 
tion of material, the careful statements, rigor- 
ous reasoning, and high ratio of theorems to ex- 
amples provide striking contrasts to other 
books on statistics. Readers in a hurry to find 
methods appropriate for dealing with particular 
data will not be attracted by this painstaking, 
exact work. But, for scholars seeking a basic 
understanding, it is indispensable. 

Among the many subjects making up the 
first two parts of the book, only a few will here 
be mentioned. Distributions are introduced, 
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and their theory developed, to a considerable 
extent, without at first being confined to proba- 
bility or statistical distributions; this procedure 
illustrates the general scheme of the book in 
starting with the very general and gradually 
narrowing down to the particular, which cer- 
tainly conduces to clear understanding. An in- 
telligible and rigorous treatment of sequences of 
distributions and their convergence is given. 
Mathematical probability is presented in the 
manner that most students of the subject have 
now accepted after several false starts—name- 
ly, as an idealization of the ratios of outcomes 
of particular types to total trials, whose approxi- 
mate stability is a matter of observation. A set 
of axioms differing from the well-known Kolmo- 
goroff set is then used as a basis for the later 
deductions. General properties of probability 
distributions, discussions of particular distribu- 
tions, and some convergence theorems appear 
next. Then follow sixty pages on n-dimensional 
variables and distributions, including multiple 
normal distributions, correlation, and regres- 
sion. The concepts of singular distributions— 
i.e., those confined to linear subspaces of the 
spaces of the variables—and of conditional dis- 
tributions are made satisfactorily clear. 

The third, or statistical, part of the book, 
after some elementary but necessary prelimi- 
nary explanations of sampling and statistical 
inference, takes up various characteristics of 
sampling distributions. Here are introduced 
moments, cumulants with Fisher’s unbiased 
estimates, and corrections for grouping. Here 
also is given a proof of a much-used but seldom 
proved theorem on asymptotically normal dis- 
tributions of functions of moments. Asymptotic 
properties are further developed in chapter 
XXViii. 

Chapter xxix, “Exact Sampling Distribu- 
tions,” develops a set of distributions funda- 
mental to large areas of statistical work, based 
on normally distributed populations. These are 
the distributions of the sample mean and stand- 
ard deviation and their ratio, of the correlation 
and regression coefficients, of the generalized 
Student ratio and generalized variance, and of 
partial and multiple correlations, the last only 
for the case of independence. The geometrical 
methods of English, American, and Indian au- 
thors are avoided, partly by use of the charac- 
teristic function and partly by omission of cer- 
tain topics. Tests of significance are the subject 
of chapters xxx and xxxi, including the chi test, 
tests based on standard errors, and tests based 


on exact distributions. A notable inclusion here 
is a careful development of the chi test for the 
case in which parameters are estimated from the 
sample. 

The next three chapters, collectively en- 
titled “Theory of Estimation,” are particularly 
valuable in stating accurately and proving rigor- 
ously a set of theorems relating to estimates of 
minimum variance, maximum likelihood esti- 
mates, efficient, sufficient, and asymptotically 
efficient statistics, and the like. The author’s 
ingenious formulation is a substantial advance 
in this important theory, which was due origi- 
nally to R. A. Fisher. Chapter xxxiv gives an 
excellent account of confidence regions, with 
applications to problems regarding means of 
normal distributions, including the Behrens- 
Fisher problem. Chapter xxxv covers the gen- 
eral theory of testing statistical hypotheses due 
to Neyman and Pearson. Chapter xxxvi ex- 
plains the analysis of variance and experiments 
using randomized blocks and Latin squares. 
Chapter xxxvii deals with regression problems 
and ends with a section on factor analysis and 
tetrad differences. 

The concurrent appearance of this book and 
M. G. Kendall’s Advanced Theory of Statistics 
inevitably invites a comparison between them. 
Each represents a great advance over previous 
treatments in that a unified view of probability 
and statistical theory as a whole is presented. 
The tremendous scope of the task involved can 
perhaps be appreciated only by those who have 
themselves attempted to write such treatments, 
which must digest, co-ordinate, and arrange 
many fragmentary contributions, cement them 
together into a coherent structure by the au- 
thor’s own original research carried through in 
the process, and reconcile divergent points of 
view on fundamentals which are still subjects 
of debate. Kendall’s two large volumes cover 
more subjects than the book here reviewed, 
with far more in the way of exercises and illus- 
trations, and meet more adequately the practi- 
cal needs of the working statistician. Cramér 
concentrates on the elegant combination and 
smoothing-out of his materials to make a beauti- 
fully simple mathematical theory, with only oc- 
casiona] illustrations drawn from observations. 
Possibly it would have been appropriate to in- 
terchange the two titles, since the proportion of 
theory to methods is higher in Cramér’s than 
in Kendall’s book. 

Cramér appends an excellent bibliography, 
including references to many European works 
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unfamiliar to mathematical statisticians in this 
country but, like the text, omitting references 
to the literature of some important topics in 
statistical theory and methodology. He pro- 
vides four short statistical tables; it would seem 
appropriate either to have omitted these or to 
have provided the additional tables (e.g., of the 
variance ratio distribution) ordinarily needed in 
practical statistics. Among the topics omitted 
from the book are time series, sampling distri- 
butions of roots of determinantal equations, 
and the whole work of the Calcutta school. 

The Princeton publication of this book repre- 
sents a very satisfactory use of an offset process 
to reproduce the original published in Sweden. 
Typography and paper are excellent, and the 
boldface notations of chapter and section at the 
top of each page are of immense help in tracing 
back references. In this connection the Ameri- 
can reader will be spared trouble if he bears in 
mind that, as used by the author, “paragraph” 
means “numbered section.”” One mechanical 
fault should be remedied by the American pub- 
lishers at the earliest opportunity by arranging 
for the kind of binding that causes pages to lie 
flat. The labor of mastering the mathematical 
material at present is augmented by the irritat- 
ing physical task of holding the book open. 

This is a book to be commended especially 
to teachers of statistics and to all who need a 
clear understanding of fundamentals. 


HAROLD HOTELLING 
Institute of Statistics 
University of North Carolina 


Labor and the Law. By CHARLES O. GREGORY. 
New York: W. W. Norton & Co., Inc., 
1946. Pp. 467. $5.00. 

The convenience of a short title often leads 
to some misrepresentation. It is probably not 
serious, in a day when popular usage has ac- 
cepted the word “labor” as a synonym for 
“unionism,” that this volume should be called 
“Labor and the Law.” It is desirable, however, 
to recognize that the book is concerned only 
with the legal position of organizations of labor 
in the United States and does not deal with the 
humerous other matters, such as workmen’s 
compensation laws, minimum-wage laws, and 
social security legislation, which might be in- 
cluded under that title. 

The volume begins with a three-chapter re- 


view of the conspiracy doctrine as applied to or- 
ganized labor in England and in the United 
States. Treatment of the early application of the 
injunction to various forms of trade-union ac- 
tivity and subsequent federal legislation re- 
stricting its use occupies another four chapters. 
Thus the contents of the first half of the volume 
will be familiar to most students of trade- 
unionism, although general readers may well 
profit by the abbreviation of an old story of 
legal evolution. Moreover, the classification of 
familiar cases is ingeniously made so as to bring 
out the contrast between legal treatment of 
“business” associations and “labor” unions. The 
last half of the volume—dealing with applica- 
tion of the Sherman Act to trade-unions as it 
was interpreted during the twenties and the 
more recent judicial interpretation of the Na- 
tional Labor Relations Act—is fresher and pro- 
vides a much-needed synthesis of the current 
position of the United States Supreme Court 
concerning trade-union activity. The most bril- 
liantly original passages in the book are those 
which analyze the Supreme Court’s treatment 
of picketing under the Constitution as a mani- 
festation of free speech (chap. xii). The last two 
chapters, entitled “The Functioning and En- 
forcement of Collective Agreements—Arbitra- 
tion” and “Where Do We Go from Here,” are 
not so much an analysis of the law as a state- 
ment of what the author thinks the law ought 
to be. 

The legislative program proposed in the last 
two chapters of the volume is one providing for 
numerous changes in the law of trade-unions, 
and it is therefore difficult to summarize briefly 
yet fairly. 

After pointing out that he considers it “po- 
litically impossible” and “socially dangerous’’ to 
prohibit strikes, and having raised doubts con- 
cerning the adequacy of fact-finding boards, the 
author suggests that “‘a more likely method 
than these is recourse to codes of fair employ- 
ment resembling those of the NRA days of 1933, 
which the parties would bargain out with the 
assistance of government” (pp. 421-22). How- 
ever, the approval given to such procedure is a 
highly qualified one. 

The author then reviews (pp. 424-27), appar- 
ently with approval, the five proscriptions limit- 
ing trade-union action which were proposed by 
Thurman Arnold when he was assistant attor- 
ney-general. These are bans upon the following 
practices: 
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1. Economic pressure used to prevent the intro- 
duction of cheap materials and equipment (per- 
haps in this case the proscription might be com- 
bined with displacement compensation). 

2. Compulsion by unions to force employment of 
unnecessary labor. 

3- The systematic use of union power for extortion 
and to compel payments of graft. 

4. Coercion to compel the observance of illegally 
established commodity prices. 

5. Undertakings to disrupt already established col- 
lective-bargaining relations (rival-union dis- 
putes). 


The Arnold program is considered “incom- 
plete,’’ however, and the author thinks it should 
be supplemented by legal prohibition of: 


1. “Deliberate interference by unions with [the 
movement of] commodities already in or intended 
for the channels of commerce” [p. 427] [see the 
Apex case]. 

2. “The arbitrary use of union power to exclude 
anyone from a field of endeavor in which he is 
entitled to participate” [p. 429]. 

3. “The anticompetitive embargo” [p. 429] [see 
the Bradley case]. 

4. “The endeavor to maintain perfectly lawful com- 
modity or service prices at a high level” [p. 430]. 

5. Economic pressure against employers’ dealing 
with rival unions [pp. 433-35]. 

6. Defiance of N.L.R.B. certification [p. 434]. 


Probably the volume would also represent a 
demand for trade-union registration and some 
kind of incorporation; certainly enforceability 
of trade agreements, including arbitration 
clauses (p. 440); provision for uniform rules on 
voluntary arbitration (p. 404); and public ac- 
counting of union finances (p. 441). 

It is doubtful whether this can really be con- 
sidered a “book for the general reader.” Per- 
haps the intricacies of the subject of the legal 
position of trade-unions cannot be explained 
accurately in popular language. However, chap- 
ters iv and vii—which relate the story of the use 
and limitation of the injunction as applied to or- 
ganized labor—surely will give the serious but 
nonspecialized reader a better understanding of 
this subject than is to be found in any other 
single source known to the reviewer. The careful 
reader will also gain much from the analysis of 
the various decisions of the United States Su- 
preme Court concerning the Sherman Act as it 
applies to unionism and of the interrelations of 
that federal statute and the Norris—La Guardia 
Act. 

In spite of the fact that the volume reflects, 
in the reviewer’s estimation, an undue faith in 


the effectiveness of the mere logic of the law, 
there is a substantial amount of understanding 
of the basic economic issues that are involved, 
Labor organization is not viewed simply as an 
instrument for “equalizing bargaining power” in 
accordance with the propaganda clichés but is 
seen as a movement for the control of industrial 
competition. It is necessary to recognize, how- 
ever, that this understanding does not carry all 
the way through to permeate the legislative pro- 
posals that are offered. 

The personification of “society” and of “gov- 
ernment” appears to go beyond the resort to 
convenient expression. Thus we read (p. 416) 
“actually, it is society’s function at this time to 
tell the unions directly—and their constituents 
through them—what they may and may not do 
with the new-found power that society has at 
last given them with so free a hand.” It is rec- 
ognized (p. 445) that “it is manifest that the 
future economy of the country is to be molded 
through the manipulations of great special in- 
terest groups.” Yet the text goes on: “But such 
development cannot be allowed to eclipse the 
greatest organization of all—the government— 
through which the resultant of these factional 
pressures can alone be articulated into an order- 
ly and mature process of law” (reviewer’s ital- 
ics). One wonders what would have happened 
to the proposals if such mysticism had been 
abandoned and if democratic government had 
been recognized squarely as the “resultant of 
these factional pressures.” 

C. L. CHRISTENSON 
Indiana University 


Report of the Mission on Japanese Combines. By 
UniTED STATES DEPARTMENT OF STATE. 
Washington, D.C.: Department of State, 
1946. Pp. x-+230. $0.75. 


The Textile Mission to Japan. By UnitTep 
STATES DEPARTMENT OF STATE. Washing- 
ton, D.C.: Department of State, 1946. Pp. 
x+39. $0.15. 


In this brace of reports two of the special 
missions sent to Japan early in 1946 by the de- 
partments of State and War present the results 
of approximately three months’ investigation 
and on-the-spot observation. 

The Zaibatsu mission, headed by Corwin D. 
Edwards—whose assignment was to recommend 
to the two departments “standards, policies, 
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and procedures for carrying out the basic objec- 
tive of destroying the great Japanese combines 
and managerial families’”—has assembled im- 
portant analytical and technical data which 
constitute Part I of its report. The recommen- 
dations will be included in Part IT. 

The task of the textile mission was less far- 
reaching, more immediate. As outlined in the 
directive of the Secretary of State, this body was 
to attempt “‘a complete and careful appraisal of 
the Japanese textile industry and its ability to 
turn out textile products in 1946 and 1947” 
with an eye to relieving world shortages. Prac- 
tically, its work was considerably less ambi- 
tious. Basic statistical and technical data had 
already been assembled by direction of the Su- 
preme Commander, Allied Powers. The textile 
mission, in the time allotted and with the re- 
sources at its disposal, could do little more 
than spot-check these data and verify Japanese 
estimates. 

All eight members of the Zaibatsu mission 
were men with fairly extensive backgrounds and 
training in the field of industrial combination 
and monopoly, drawn from such agencies as the 
Department of Justice, the Federal Trade Com- 
mission, Securities and Exchange Commission, 
and the Tariff Commission. Their qualifications 
for searching out relevant facts, in a situation 
where the usual propensity of business enter- 
prise to combine and consolidate for purposes of 
restraining competition has been aided and 
abetted by the governing groups, were undoubt- 
edly good. 

In its handling of the basic statistical data the 
mission has shown a healthy skepticism in 
going beyond the pyramiding of stock owner- 
ship of the Honsha, or great family holding 
companies, to indicate the intermingling of 
business and government and the adroit use of 
family name and tradition by the leading finan- 
cial and banking institutions, by which a mod- 
ern industrial facade has been imposed upon a 
political and social organization that is still 
primarily feudal. 

Among the appended documents, one that 
should prove of interest to students of the social 
sciences is the will of Sochiku Mitsui, dated No- 
vember, 1722, setting forth the household rules 
for the Mitsui family—one of the more powerful 
of the older Zaibatsu. It sets forth not only the 
maxims for material success (which Benjamin 
Franklin would have applauded) but also the 
social strictures for the perpetuation and ad- 
vancement of the family. 


In section 21 of this will, the elder Mitsui 
counseled his posterity: “The failure of many 
fellow-traders was due to the fact that they 
mixed up with government politics and over- 
stepped their own business. Do not forget that 
we are merchants. The government business 
shall remain as a sideline.” However well this 
advice may have served the older Zaibatsu, the 
mission’s report indicates how the newer Zai- 
batsu have used government grants of special 
privilege to advance their power and wealth, 
particularly through the exploitation of re- 
sources in the conquered territories. 

Although this part of the report does not pur- 
port to contain the final recommendations of the 
mission, it does provide clues to certain lines of 
thought of the members. It poses the essential 
problem faced in all former Axis territories of 
finding men of competence and experience to 
fill the key positions in business and govern- 
ment without relying upon the former élite, 
whom the victors have elected to discredit. In 
Japan this problem is accentuated by the fact 
that practically every person with experience 
has received his training in some Zaibatsu or- 
ganization. Two possible sources of personnel 
may be the former owners and managers of 
small industrial and business firms eliminated 
or absorbed by the Zaibatsu in recent years and 
the personnel of the co-operatives which, prior 
to the outbreak of the war, had made some 
growth both in size and number. The co-opera- 
tives may, it is submitted, be appropriate or- 
ganizational units to receive liquidated Zaibatsu 
properties. 

This report by the Mission on Combines 
contains useful material to serve as a point of 
departure for additional research and as a back- 
ground for the problems faced by the occupying 
authorities. Needless to say, much of merit in 
the report stems not from the spadework ac- 
complished in the brief time allotted the mission 
but from the knowledge and experience of the 
members in dealing with a problem that is not 
confined to Japan. 

The report of the Textile Mission, by the 
same token, contains somewhat less of interest 
to students of economic and social problems. 
This mission was made up almost exclusively of 
members drawn from the textile industries of 
the United States, China, India, and the United 
Kingdom. Their interests and talents were al- 
most exclusively technical. The principal focus 
of attention appears to be the effect of S.C.A.P. 
policies on the textile industries of their respec- 











tive countries. Their technical observations, 
however, may prove useful to the Supreme 
Commander. 

ALVIN E. Coons 
Ohio State University 


Land Tenure in the Colonies. By VINCENT 
LivERSAGE. Cambridge, England: At the 
University Press, 1945. Pp. ix-+151. $2.00. 


This little book offers a bird’s-eye view of the 
major land-tenure systems, from the primitive 
“native” communities in Africa to the highly 
industrialized Western countries. Its strength 
lies in its simplification. It does not pretend to 
be an encyclopedia on tenure. Instead, it is 
focused upon a few fundamental tenure aspects 
which have a concrete bearing upon land policy 
problems of colonial administrations. “It is not 
too much to say that colonial territories will be 
made or marred for generations by the actions 
of the tutelary powers within the next decade or 
ee The purpose of this work is to give a 
general conspectus of the forms of agricultural 
land tenure in various parts of the world, to 
appraise their practical effects, and to give some 
indications of their bearing on colonial policy” 
(Foreword). 

The author—an agricultural economist in 
Kenya, East Africa—is deeply concerned over 
the impact of commercialization and economic 
policies of Western colonial powers on the wel- 
fare of native societies. He stresses the central 
position held by land-tenure relations in the in- 
stitutional pattern of primitive communities, 
and warns that great damage can be done by 
mere lack of understanding of what is involved 
in supplanting tribal or feudal tenure arrange- 
ments by plantation systems, tenancies of vari- 
ous kinds, or fee-simple owner-operatorship. 

The first part (chaps. i-viii) reviews the char- 
acteristic features of the major tenure systems, 
the “‘customary”’ tribal and feudal systems, and 
the “contractual” types of tenancy and owner- 
ship. The dominant traits of these systems are 
briefly illustrated by examples from various 
countries and regions, in the manner of quick 
pencil sketches of their merits and demerits 
from the viewpoint of agricultural welfare. 
There is considerable insight and balance of 
judgment in these sketches. 

The second part (chaps. ix—xv) deals with the 
“dangers of the freehold system.” According to 
the author, that system has not done any too 
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well in the highly developed and educated 
Western countries, where it grew naturally out 
of the historic evolution of free economic enter- 
prise and political democracy. How much 
greater havoc might it bring upon primitive 
tribal communities, upon the masses of illiterate 
agricultural families, who would be placed com- 
pletely at the mercy of moneylenders, unscrupu- 
lous speculators, traders, and other groups of 
exploiters! 

The critique of the freehold system runs 
largely in terms of the creditor-debtor relation- 
ship. Mortgage debts contracted in periods of 
high farm prices and land values have forced 
millions of farmers in every generation into 
“debt slavery” and poverty when prices fell or 
crops failed. Owner-occupation usually involves 
heavy farm indebtedness, either for acquisition 
of the land or for its improvement, and in some 
countries even in the inheritance process of pass- 
ing the land on from one generation to the next. 
If the succession does not lead to encumbrance, 
it leads to excessive subdivision and fragmenta- 
tion or to the undemocratic custom of primo- 
geniture. 

Still, the sentimental attachment to the fee- 
simple ownership system, buttressed by the 
arguments of classical economic theory, has 
largely been left unchallenged, and many a 
colonial administrator believes that it is to the 
mutual interest of the motherland and of the 
colony to help the natives to become owner- 
occupiers. The author cites various examples to 
that effect in Kenya, Uganda, Nigeria, French 
West Africa, and the Dutch East Indies. The 
proponents of such a policy appear to be quite 
unaware of the potential results—which may 
well point to a millennium for moneylenders and 
traders rather than for the rural families. 

In the third part (chap. xvi-xviii), the author 
outlines the “features of a sound land system” 
adapted to colonial conditions. In principle, 
these features are stated in quite universal 
terms: inducement to land improvements; ac- 
cess to capital—but in a form other than the 
ordinary mortgage (e.g., along the lines of the 
English land-improvement loans); scope for in- 
dividual initiative, but not recklessness; reason- 
able degree of mobility, but not insecurity; pre- 
vention of excessive subdivision; programs of 
consolidation and retirement of submarginal 
land; prohibition or certain restrictions on ab- 
sentee landlordism. 

The author fully realizes that a laissez faire 
policy will not yield such a sound land system. 
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In good English tradition, he visualizes a strong 
but clearly circumscribed role for the state to 
play. This role must, of course, differ according 
to the local conditions. It may take the form of 
state ownership with “‘usufructury occupation” 
of the land by the farm families (here follows a 
digression on Henry George’s idea of reserving 
for the state the unearned increment accruing 
from social and economic progress), or it may 
take the form of conditional or restricted titles, 
which would bar the owner from mortgaging or 
subdividing the land, from mismanaging or de- 
stroying it, or from selling it to a nonoccupier. 
(Note that the recent Agricultural Land Plan- 
ning Bill of the United Kingdom has several of 
these features and corresponds closely to the 
author’s thinking.) Some interesting examples 
of small-scale experiments in state-tenancy and 
restricted ownership-titles are presented from 
South Africa, India, British Guiana, and one in 
greater detail from the Anglo-Egyptian Sudan. 

Another form of a positive state policy of 
land tenure is outlined as particularly well 
adapted in areas where tribal tenure arrange- 
ments are still strong and the native institu- 
tional structure reasonably well intact. Here 
local native authorities which control the exer- 
cise of rights over land might be officially recog- 
nized and established as “local land boards,” 
with the district administrative or agricultural 
officer as an adviser. These boards would regis- 
ter and codify local practices in land matters, 
which then could be embodied with desirable 
modifications, into a “set of by-laws governing 
land tenure, crystallizing local practice” (p. 
133). These local land boards would be federated 
into a central land board for the territory, and 
would act as “intermediaries for lease of land 
for capitalist enterprise.” 

Students of agriculture and farm policy, of 
public administration and colonial history, will 
find this book stimulating and informative. The 
Bibliography of some hundred references is well 
selected, and should prove most useful for any- 
one wanting to explore more in detail the many 
typical or exceptional cases cited throughout the 
text. I have the impression that the author rep- 
tesents a combination of erudition, administra- 
tive experience, and social attitude which should 
be an asset to any colonial administration and 
upon which will depend the success of any future 
ventures in trusteeship on the part of the United 
Nations. 


RAINER SCHICKELE 
Washington, D.C. 


Arsenal of Democracy: The Story of American 
War Production. By Donatp M. NELSON. 
New York: Harcourt, Brace & Co., 1946. 
Pp. xvix+439. $4.00. 

One or two of Donald Nelson’s critics have 
compared this account of his war years in Wash- 
ington with Baruch’s American Industry in the 
War, to the disadvantage of Nelson. I doubt 
that the comparison is fair. The good scholar- 
ship on the second World War should not be ex- 
pected so soon. The books thus far published 
have, like Nelson’s, been rushed through in 
haste while the subject matter was still fresh in 
the authors’ memories or (less creditably) to ex- 
ploit a market that was still interested in what 
went on. Nelson’s book shows many signs of 
haste. The organization, or lack of it, is confus- 
ing; there is much purposeless repetition; and 
there are a number of mistakes. Nelson has the 
French surrendering before Dunkirk; he gives 
two or three different dates for his appointment 
to the War Production Board; he explains that 
Henderson became director of the Civilian Sup- 
ply Division of W.P.B. in 1942 because he had 
not yet acquired his price control responsibili- 
ties, although elsewhere the book makes clear 
that Henderson held both jobs. I assume that 
Nelson gave someone else the job of checking 
the book before it went to the printer; whoever 
it was should be ashamed of himself. 

Nevertheless, there is much in Nelson’s re- 
port on what he “saw, heard, and experienced”’ 
in Washington during the war that will be useful 
in putting together the whole story of the war, 
and that is all he promises in the Preface. The 
report covers the early days in 1940 when Secre- 
tary Morgenthau brought Nelson to Washing- 
ton (he came as a substitute for another Sears 
executive, I learned, to my surprise) to help 
expedite British and French procurement; his 
activities as co-ordinator and director of pur- 
chases for N.D.A.C. and O.P.M.; the rather 
rather dismal story of priorities and S.P.A.B.; 
and the War Production Board, the history of 
which is divided into a dozen topical parts, in- 
cluding shipbuilding, Oerlikon guns, the little 
war with small business, rubber, the feud with 
the Army over scheduling and Eberstadt’s resig- 
nation and, finally, the climactic row over recon- 
version and Nelson’s own departure for China. 
On nearly all these topics those who write more 
definitive history will make use of Nelson’s 
recollections. 

Men who worked with Nelson during the war 
will remember, perhaps longer than most, his 
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very great qualifications for the posts he filled. 
He was for a big program when such tendencies 
were considered by many to be overly dramatic 
if not actually hair-brained. He had an intel- 
lectual mastery of the problem of war mobiliza- 
tion both at a high level of abstraction and at a 
low level of detail. He was guided by informa- 
tion and not by impulse; it was not entirely by 
accident that the War Production Board did a 
surpassing job of bringing economic statistics to 
bear on policy. As a businessman he enjoyed 
and, I am sure, deserved the confidence of labor. 
He had no hesitation in delegating responsibil- 
ity. On the other hand, he was often slow to act 
even when his mind was made up; he often dele- 
gated more responsibility than he retained; and, 
among his subordinates, he was uncritically 
tolerant of good men, charlatans, and a few who 
were quite willing to “‘sell him down the river.” 
Nelson’s book, to a surprising degree, in view 
of the fairly apparent contributions of his former 
associates, mirrors the author’s personality. It 
shows a man with a clear-headed understanding 
of the job, a keen sense of its urgency, and a con- 
viction that tolerant persuasion would usually 
get better results than ego-serving dictation. It 
shows how willing—in fact, how excessively 
willing—Nelson was to shed responsibility. 
And, with the possible exception of one general 
and one investment banker, it shows that Nel- 
son thought well of everyone, including some 
who deserve to be remembered only for their 
staunch obstruction. I doubt that history will be 
as kind as is Nelson; indeed, I hope it will not be. 
However, his tolerant disposition has its re- 
ward, for, perhaps partly because he is so well- 
disposed toward his former associates, I, for one, 
feel well-disposed toward him. I am sorry he and 
his assistants did not take more time on the 
book, but I believe one can be grateful for what 
they did. 

J. K. GALBRAITH 
New York City 


Americans in Persia. By Artuur C. MItts- 
PAUGH. Washington, D.C.: Brookings Insti- 
tution, 1946. Pp. ix+293. $3.00. 


Having visited parts of the Middle East and 
having worked with the French government on 
its rehabilitation program, I found Dr. Mills- 
paugh’s book especially interesting. This is an 
unusual publication, combining a sort of diary 
of an experience in working for a foreign gov- 
ernment and an attempt to translate this ex- 
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perience into significant conclusions. These con- 
clusions relate both to the specific nature of 
the problem which faced Dr. Millspaugh and 
to the problems of the country in which he 
was employed. It is not the ordinary type of 
statistical and economic analysis prepared and 
published by the Brookings Institution. 

Dr. Millspaugh has had a very rare oppor- 
tunity. As an American citizen, he was em- 
ployed by the Persian government to aid it 
in its economic-development program. Actu- 
ally his assignment was more than one of offer- 
ing advice and assistance. He headed a mission 
which was given some degree of responsibility 
for policies and operations in Persia. 

As early as 1911, an American mission went 
to Persia to aid the country. Again in 1922 
another mission was sent, and Dr. Millspaugh 
was head of this second group. Finally, in 1942 
another group was selected for a similar assign- 
ment, and again Dr. Millspaugh was hired to 
direct the work of the mission. 

In his book the author attempts to describe 
the specific assignments and the day-to-day ex- 
periences of himself and the members of his 
staff. It is not a chronological report nor is it 
confined to the over-all problems and policies 
which faced the group. Rather, a conglomera- 
tion of experiences in administrative and policy 
problems, primarily of the third mission, re- 
ceives the greatest attention in the book. 

The book contains many challenges which 
will strike a warm note in the heart and mind of 
any current or former bureaucrat. There are 
difficulties in government which apparently are 
universal. We in the United States, however, 
have achieved a degree of integrity and re- 
sponsibility in government which is not so char- 
acteristic of all governments, especially those of 
the iess-developed countries of the world. 

Dr. Millspaugh’s book might well have had 
a title referring to the hardships encountered in 
dealing with “Minds, Morals, and Misgovern- 
ment,” which heads the sixth chapter in the 
book. The lack of responsibility and of honesty 
on the part of many government officials in 
Persia provided serious obstacles to the objec- 
tives of the mission. It would be difficult to 
select outstanding examples of the problems 
which faced the mission because the difficulties 
are presented on almost every page of the 
report. 

The basic value of this book to economists is 
relatively limited. This limitation stems pri- 
marily from its lack of organization, which re- 
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sults in a great deal of repetition, an indiscrimi- 
nate mixing of important and unimportant 
items, and a failure to help the reader to reach 
any significant conclusions. 

Dr. Millspaugh’s book should definitely be 
on the reading list of those individuals who are 
contemplating work in foreign countries, either 
for our government or for foreign governments. 
It will help them avoid major pitfalls. I believe 
that, on the whole, the experience of Dr. Mills- 
paugh and his staff indicates that a foreign 
group cannot assume direct responsibility in 
any country for the policy and operations of its 
government unless the country is a colony or 
perhaps a dominion. Only natives can under- 
stand their own philosophy and organizations 
sufficiently to do the job of governing well and 
effectively. Foreign advisors and foreign mis- 
sions can be most helpful in an advisory capac- 
ity rather than in an operating capacity. To ac- 
cept operating responsibility almost inevitably 
means to face the kind and degree of frustration 
and perhaps failure which was the experience of 
Dr. Millspaugh’s mission. He is not completely 
bitter about his work in Persia. Although some 
results were achieved, the consequences were far 
from successful. 

Even though this book is certainly worth 
reading, it is regrettable that the most has not 
been made of a valuable mine of information 
and background which might have yielded one 
of the most interesting and useful reports of re- 
cent economic history. 

ROBERT R. NATHAN 
Washington, D.C. 


The Great Dilemma of World Organization. By 
FREMONT Riper. New York: Reynal & 
Hitchcock, 1946. Pp. 85. $1.50. 

Mr. Rider’s book does not deal with the great 
dilemma of world organization but with one of 
the minor ones. The great dilemma of world or- 
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ganization is really the moral and political dis- 
unity of the world. Much has been written on 
the subject during the last twenty-five years,and 
the world has grown more disunited while well- 
meaning publicists have claimed the actuality 
of, or at least the need for, world unity. 

Obviously tired of those abstract and useless 
exclamations, Mr. Rider dedicates himself to a 
concrete and specific problem of world organi- 
zation, that is, the problem of representation in 
a world parliament. He seeks an answer to the 
question: “If we are to have a united world 
order of free men and women everywhere, what 
measuring-stick for voting power in it other 
than population can we take?” After examining 
the proposals thus far advanced and judging 
them defective, he finds the yardstick in the 
“relative total of the educational accomplish- 
ments of all the citizens of each country.”’ Each 
nation would receive a certain amount of credit, 
expressed in years, for each member of its popu- 
lation in accordance with the stage of formal 
education he has reached. Thus a nation would, 
for instance, receive one year of credit for a 
member who is barely literate and nineteen 
years of credit for each of its members holding 
a doctoral degree. On that basis, Mr. Rider al- 
lots—out of a total of four hundred and twenty- 
four delegates—eighty-eight to the United 
States, fifty-nine to Russia, forty-nine to the 
British Empire, forty-four to Germany, twenty- 
two to the French Empire, twenty to China, and 
eighteen to Japan. Provision is made that every 
country, however small its educational accom- 
plishments, shall receive at least one delegate. 

The scheme is ingenious and interesting. 
Whether it will remain an attractive intellectual 
exercise or will become a practical suggestion of 
great importance depends upon the solution of 
the overriding problem of our time: the moral 
and political unity of mankind. 


Hans J. MORGENTHAU 
University of Chicago 
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